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DEPARTMENT  OF  HEALTH. 
EDUCATION.  AND  WELFARE 

Health  Care  Financing  Administration 

42  CFR  Part  405 

Medicare  Program;  Limiting 
Reimbursement  for  Provider  Costs 
and  For  Services  By  Hospital-Based 
Physicians 

agency:  Health  Care  Financing 
Administration  (HCFA),  HEW. 
action:  Final  regulation. 

summary:  This  rule  revises  the  existing 
Medicare  regulation  for  setting  limits  on 
reimbursable  costs  based  on  estimates 
of  the  costs  necessary  in  the  efficient 
delivery  of  needed  health  care.  The  rule 
clariHes  and  expands  the  exemptions 
and  exceptions  providers  may  obtain.  It 
also  sets  a  time  limit  within  which  a 
provider  must  request  a  reclassification, 
exemption  or  exception  and,  similarly, 
sets  a  limit  on  the  time  within  which 
HCFA  must  respond  to  the  request.  It 
also  requires  a  provider  seeking  an 
exception  to  agree  to  an  operational 
review  by  HCFA:  The  purpose  of  the 
rule  is  to  implement  more  effectively 
and  equitably  section  223  of  the  Social 
Security  Amendments  of  1972.  . 
date:  Effective  for  cost  reporting 
periods  beginning  on  or  after  July  1, 

1979. 

FOR  FURTHER  INFORMATION.  CONTACT: 

Mr.  Carl  Slutter,  Health  Care  Financing 
Administration,  Room  403  East  Highrise 
Building,  6401  Security  Boulevard, 
Baltimore,  Maryland  21235,  301-594- 
9441. 

SUPPLEMENTARY  INFORMATION:  Section 
1861(v](l)  of  the  Social  Security  Act  (42 
U.S.C.  1395x(v](l))  authorizes  the 
Secretary  to  set  prospective  limits  on 
the  costs  that  are  reimbursed  under 
Medicare.  Such  limits  may  be  applied  to 
the  direct  or  indirect  overall  costs  or  to 
costs  incurred  for  specific  items  or 
services  furnished  by  a  Medicare 
provider,  and  may  be  based  on 
estimates  of  the  cost  necessary  in  the 
efficient  delivery  of  needed  health 
services.  Regulations  implementing  this 
authority  are  set  forth  at  42  CFR  405.460. 

The  proposed  rulemaking  for  these 
regulations  was  published  for  public 
comment  in  the  Federal  Register  on 
March  15. 1979  (44  FR 15745)  to  clarify 
the  existing  provisions  and  to  make 
several  changes. 

Summary  of  Changes 

The  following  revisions  have  been 
made: 


1.  Time  Limit  for  Provider  to  Request  a 
Change  in  the  Application  of  Cost  Limits 

A  provider  seeking  a  reclassification, 
exemption  or  exception  to  cost  limits 
established  under  this  section  must 
submit  its  request  within  180  days  of  the 
date  of  its  intermediary's  notice  of 
program  reimbursement.  (A  provider 
could,  of  course,  make  a  request  as  soon 
as  a  schedule  of  cost  limits  is  published, 
or  at  any  time  during  its  cost  reporting 
year  affected  by  the  cost  limits,  if  it 
knew  how  it  would  be  affected  by  the 
cost  limits.)  HCFA  is  to  respond  to  the 
exception  request  within  IW  days  from 
the  date  the  request  is  received  from  the 
intermediary,  liiis  is  to  expedite  the 
final  resolution  of  cost  reimbursement  to 
the  provider  and  to  avoid  possible 
duplication  of  work  by  the  intermediary. 

We  have  clarified  how  the  request  is 
to  be  submitted,  how  it  is  decided,  and 
the  provider’s  review  rights.  The 
provider  would  submit  its  request  to  its 
intermediary,  which  would  make  a 
recommendation  to  HCFA.  HCFA’s 
decision  on  the  request  would  be  subject 
to  the  standard  review  process  set  forth 
in  Subpart  R  of  the  Medicare 
regulations. 

2.  Exemption  for  New  Providers 

The  present  regulation  permits  “new 
providers”  to  carry  forward  to 
succeeding  cost  reporting  periods 
certain  costs  which  are  not  reimbursed 
because  of  the  cost  limits  established 
under  this  section.  (New  providers  are 
facilities  that  have  been  in  operation  for 
less  than  3  years,  under  present  or 
previous  ownership.)  However,  the 
implementation  of  this  provision  has 
proven  to  be  very  complicated,  because 
of  its  interaction  with  the  provisions  of 
section  405.455  for  carrying  over  certain 
other  unreimbursed  costs.  We  recognize 
that  new  providers  have  great  difficulty 
meeting  applicable  cost  limits  and 
believe  that  some  relief  from  these  cost 
limits  is  warranted.  Therefore,  new 
providers  may  receive  an  exemption 
from  cost  limits  during  their  initial  years 
of  development.  The  exemption  is 
retained  for  approximately  the  first  3 
years  of  the  provider’s  existence.  It  will 
expire  at  the  end  of  a  provider’s  first 
cost  reporting  period  starting  at  least  2 
years  after  it  first  began  to  accept 
patients. 

This  exemption  is  available  only  to 
facilities  serving  inpatients.  This  would 
include  hospitals  and  skilled  nursing 
facilities,  but  not  home  health  agencies. 
In  our  view,  the  latter  have  different 
problems  of  initial  underutilization  firom 
inpatient  facilities  and  these  problems 


are  better  addressed  by  the  exceptions 
process. 

3.  Narrowing  the  Exemptions  for  Sole 
Community  Providers 

The  present  regulation  permits  an 
exemption  for  sole  community 
providers.  We  have  reviewed  this  in 
light  of  the  Congressional  intent  in 
recommending  such  an  exemption.  The 
report  of  the  Senate  Committee  on 
Finance  accompanying  section  223  of 
P.L.  92-603  (Senate  Report  No.  92-1230, 
page  188)  states  in  part  “The  Committee 
expects  that  the  provision  will  not  be 
applicable  where  there  is  only  one 
hospital  in  a  community  .  .  .”  We 
believe  this  exemption  is  justified  only 
for  the  acute  care  furnished  by 
hospitals.  Therefore,  the  regulation  is 
revised  to  reflect  the  Congressional 
intent  that  this  exemption  apply  only  to 
hospitals. 

4.  Additional  Exceptions 

We  are  also  adding  several  new 
exceptions.  An  exception  differs  from  an 
exemption.  If  a  provider  receives  an 
exemption,  it  is  not  affected  at  all  by  the 
cost  limits  and  is  reimbursed  under  the 
standard  rules  for  reasonable  cost  or 
customary  charges.  If  a  provider 
receives  an  exception,  it  is  reimbursed 
on  the  basis  of  the  cost  limit,  plus  an 
incremental  sum  for  the  reasonable 
costs  warranted  by  the  circumstances 
that  justified  its  exception. 

A  new  exception  is  added  for 
providers  located  in  areas  which  have 
large  variations  in  population  during  the 
year.  The  purpose  of  this  exception  is  to 
provide  reasonable  reimbursement  for 
those  providers  (such  as  those  in  resort 
areas)  that  need  to  maintain  a  larger 
capacity  than  would  be  required  by  the 
area’s  permanent  population,  in  order  to 
meet  the  needs  of  an  expanded 
population  during  only  a  portion  of  the 
year.  In  order  to  qualify  for  this  new 
exception,  the  appropriate  health 
planning  agency  must  certify  that  the 
area  does  not  have  a  surplus  of  beds 
and  similar  services.  Also  the  provider 
is  required  to  meet  occupancy  standards 
established  by  the  Secretary.  These 
standards  will  be  established  on  a  State 
basis  and  will  be  published  for  public 
comment  in  the  F^eral  Register. 

'Another  new  exception  is  available  to 
a  provider  which  can  demonstrate  that  it 
exceeds  the  applicable  limit  as  the  result 
of  the  provision  of  more  intense 
services,  of  the  type  covered  by  the 
limit,  which  results  in  a  shorter  average 
length  of  stay  and  greater  program 
savings.  We  believe  this  exception,  for 
per  diem  costs,  is  warranted  because  it 
will  encourage  shorter  lengths  of  stay 
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and,  therefore,  result  in  cost  savings. 
Conunents  requested  that  we  delete  the 
occupancy  requirement  to  qualify  for 
this  exception.  We  have  adopted  these 
comments. 

In  addition,  we  have  clarified  the 
present  exception  for  atypical  costs  due 
to  approved  medical  education 
programs.  We  now  permit  an  exception 
for  additional  costs  (which  are  not 
classified  in  the  provider’s  cost  centers 
for  intern  and  resident  and  nursing 
school)  that  result  from  the  provision  of 
medical  education  programs.  For 
example,  if  a  provider  could  show  that 
its  medical  record  costs  were  higher 
than  those  of  other  providers  in  the 
group  as  a  result  of  medical  education 
programs,  an  exception  would  be 
granted  for  the  increased  medical 
records  costs. 

Another  new  exception  is  available  to 
a  newly  established  home  health  agency 
which  has  operated  as  the  type  of 
provider  for  which  it  was  certifred  for 
Medicare  xmder  previous  ownership  for 
less  than  3  full  years.  We  recognize  that 
new  agencies  experience  lower 
utilization  of  services  which  may  result 
in  an  increased  cost  per  visit. 

An  exception  has  been  added  to  - 
protect  essential  medical  services  in  a 
community  where  full  application  of  the 
cost  limits  would  threaten  the  financial 
stability  of  a  hospital  and  thus  deprive 
the  community  of  essential  services.  In 
some  cases,  mainly  large  inner  city 
hospitals,  the  effect  of  the  application  of 
the  limits  could' result  in  the  insolvency 
of  the  hospital.  This  could  deprive  a 
community  of  a  much  needed  health 
care  resource.  We  are  providing  a 
special  exception  to  avoid  such  effects. 
To  qualify  for  this  exception,  a  hospital 
must  give  assurances  that  it  has  taken  or 
plans  to  take  all  available  measures  to 
improve  the  efRciency  and  economy  of 
its  operations.  The  hospital’s 
performance  will  be  monitored  and 
continuation  of  the  exception  will  be 
contingent  on  continued  efforts  to 
implement  its  plan. 

Another  new  exception  provides  that 
a  provider’s  cost  limit  is  based  in  part 
on  its  labor  costs  and  if  the  labor  cost 
percentage  is  based  on  an  average  for  a 
group,  an  adjustment  to  the  limit  will  be 
allowed  if  a  provider  can  demonstrate 
that  its  labor  costs  vary  more  than  10 
percent  frt)m  the  group  average. 

Example:  Assume  the  average  labor 
percentage  for  the  group  is  60  percent  10 
percent  of  this  is  6  percent  Thus,  if  a 
provider’s  labor  percentage  is  less  than  54 
percent  or  more  than  66  percent  an 
adjustment  to  the  limit  be  made  at  the 
provider’s  request  We  believe  in  these  cases 
such  an  adjustment  is  appropriate  to  allow  a 


provider’s  limit  to  reflect  its  own  operation. 

We  also  believe  that  a  variance  from  the 
group  average  of  more  than  10  percent 
reasonably  ^ows  that  the  provider’s  labor 
portion  of  its  routine  costs  is  significantly 
different  from  the  labor  portion  as  published. 

5.  Operational  Review  of  Providers 
Requesting  Exceptions 

A  new  provision  requires  that  a 
provider  that  requests  an  exception 
must  make  itself  available  for  an 
operational  review  by  HCFA.  The 
purpose  of  such  a  review  is  to  study  a 
provider's  operations  and  make 
appropriate  reconunendations  for 
improvements  to  increase  efficiency  and 
economy.  If  such  recommendations  are 
made,  granting  any  subsequent 
exception  to  a  provider  would  be 
contingent  on  its  implementation  of  the 
recommendations.  However,  the 
operational  review  will  have  no  effect 
on  any  exception  request  which  is  fried' 
before  the  recommendations  are 
developed. 

Discussion  of  Major  Conunents 

A  notice  of  the  proposed  rulemaking 
for  these  regulations  was  published  on 
March  15, 1979,  in  the  Federal  Register 
(44  FR 15745).  Comments  and 
suggestions  were  received  &t)m 
approximately  25  national  and  State 
organizations,  hospitals  and  individuals. 
Responses  to  the  most  significant 
comments  and  changes  to  the  proposed 
rulemaking  are  described  below. 

1.  Operational  review — ^The  majority 
of  the  comments  dealt  with  the  proposed 
operational  review  to  be  conducted  by 
HCFA.  A  number  of  commenters  stated 
that  the  recommendations  resulting  from 
the  review  may  impose  restrictions  on 
hospital  operations  and  may  also  affect 
the  practice  of  medicine.  Other 
comments  stated  that  the  operational 
review  would  be  a  duplication  of 
reviews  presently  carried  out  by  other 
Federal  or  State  agencies.  All  such 
comments  requested  that  this  provision 
be  deleted.  As  explained  in  the 
proposed  rule,  the  purpose  of  the 
operational  review  is  to  study  a 
provider’s  operations  and  to  make 
appropriate  recommendations  for 
improvements  to  increase  efficiency  or 
economy.  The  review  would  not 
encroach  upon  the  provider's  practice  of 
medicine.  We  do  not  believe  this  type  of 
review  duplicates  reviews  carried  out  by 
other  agencies.  For  example,  neither 
Health  Planning  Agencies  or  JCAH 
reviews  for  operational  efficiency. 
Therefore,  the  request  for  deletion  of 
this  section  was  not  adopted. 

Some  commenters  have  the 
impression  that  a  decision  by  HCFA  to 


conduct  an  operational  review  will  have 
an  effect  on  tite  granting  of  exception 
requests  fried  prior  to  the  decision  to 
conduct  the  review.  HCFA  will  continue 
to  make  decisions  on  exception  requests 
fried  prior  to  the  decision  to  conduct  an 
operational  review.  As  explained  in  the 
proposed  rule,  only  the  granting  of  a 
subsequent  exception  would  be 
contingent  on  the  implementation  of  the 
reconunendation  arising  from  the 
review. 

2.  Time  limits  for  provider  to  request  a 
change  in  the  application  of  cost  limits — 
Comments  were  received  pointing  out 
that  an  intermediary’s  notice  of  program 
reimbursement  limiting  the  provider  to 
the  cost  permitted  by  the  routine  service 
cost  limitation  starts  the  180-day  appeal 
period  for  requesting  a  review  before  the 
Provider  Reimbursement  Review  Board 
or  an  intermediary  bearing  officer.  This 
180-day  period  may  be  partially  or 
completely  exhausted  before  HCFA’s 
decision  on  the  provider’s  exception 
request  is  received.  We  agree  with  these 
conunents  and  have  revised  the 
proposed  rule  so  that  the  time  limit  for 
tiling  an  appeal  with  the  Board  can  be 
extended. 

In  response  to  conunents  seeking 
clarifrcation  whether  a  provider  may 
request  an  exception  prior  to  the  end  of 
its  cost  reporting  period,  we  are 
restating  our  position  that  a  provider 
may  request  an  exception  at  any  time 
subsequent  to  the  publication  of  the  cost 
limits.  This  procedure  has  been  followed 
since  the  initial  schedule  of  limits  on 
hospital  routine  cost  became  effective  in 
1974. 

Conunents  were  also  received 
suggesting  that  HCFA  be  required  to 
respond  to  an  exception  request  within 
180  days.  We  agree  generally  with  this 
comment  and  have  revised  the  proposed 
rule  to  require  that  HCFA  respond  to  the 
exception  request  within  180  days  after 
the  date  that  the  request  is  received 
from  the  intermediary  with  all  required 
documentation. 

3.  Case  mix — Conunents  were 
received  suggesting  that  the  regulations 
should  provide  recognition  for  the 
increased  costs  residting  frx}m  a  mix  of 
cases  which  is  more  complex  than  the 
mix  in  peer  hospitals.  The  current 
regulations  allow  an  exception  to  be 
granted  for  atypical  case  mix.  Also, 

S  405.460(f)(1)  of  this  frnal  regulation 
allows  an  exception  where  the  cost  of 
services  furnished  by  a  provider 
exceeds  the  limit  berause  the  services 
furnished  by  the  provider  are  atypical 
when  compared  to  similar  providers  and 
are  furnished  because  of  the  special 
needs  of  the  patients  treated.  Exceptions 
have  been  and  will  continue  to  be 
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granted  to  providers  furnishing 
documentation  that  their  patient  mix  is 
atypical 

4.  Medical  education — Commenters 
suggested  that  the  exception  for  modical 
education  programs  be  expanded  to 
cover  other  approved  education 
programs.  The  regulation  has  been 
revised  to  clarify  that  exceptions  may  be 
granted  for  such  education^  programs, 
but  that  they  must  be  approved 
programs  under  the  provisions  of  42  CFR 
405.421. 

5.  Sole  community  providers — 
Commenters  objected  to  the  provision 
changing  the  exemption  for  sole 
community  providers  to  apply  to 

.  hospitals  only.  This  provision  reflects 
the  Congressional  intent  that  the  sole 
community  exemption  apply  only  to 
hospitals.  This  Congressional  intent  is 
contained  in  the  Report  of  the  Senate 
Committee  on  Finance  accompanying 
section  223  of  Pub.  L  92-603  which 
states  in  part.  “The  .  .  .  provision  will 
not  be  applicable  where  there  is  only 
one  hospital  in  a  community .  .  . 
Therefore,  we  have  not  adopted  this 
comment 

6.  Exception  for  newly  established 
home  health  agencies — ^We  received 
some  comments  requesting  that 
exceptions  from  the'  cost  limits  be 
granted  to  newly  established  home 
health  agencies.  We  adopted  this 
suggestion  and  added  an  exception  for 
newly  established  home  health 
agencies.  We  did  so  because  these 
agencies  may  have  difficulty  in  meeting 
the  applicable  cost  limits  during  their 
initial  years  of  operation.  We  know  that 
new  agencies  incur  the  same  type  of 
fixed  operating  costs  as  established 
agencies,  yet  the  new  agencies 
experience  lower  utilization  of  services. 
This  may  result  in  an  increased  cost  per 
visit.  Therefore,  an  exception  is 
available  to  a  new  home  health  agency 
to  take  into  account  the  agency’s  fixed 
operating  costs. 

7.  Editorial  changes  were  made  in  the 
interest  of  clarity. 

PART  40S-FEDERAL  HEALTH 
INSURANCE  FOR  THE  AGED  AND  THE 
DISABLED 

42  CFR  405.460  is  rqyised  to  read  as 
follows: 

§  405.460  Limitations  on  rolmbursable 
costs. 

(a)  General  principle.  Reimbursable 
provider  costs  may  not  exceed  the  costs 
estimated  by  the  Secretary  to  be 
necessary  for  the  efficient  delivery  of 
needed  health  services.  The  Secretary 
may  establish  estimated  cost  limits  for 
direct  or  indirect  overall  costs  or  for 


costs  of  specific  items  at  services  or 
groups  of  items  or  services.  These  limits 
may  be  calculated  on  a  per  admission, 
per  diem,  per  visit,  or  other  basis. 

(b)  Procedure  for  establishing  limits. 

(1)  In  establishing  limits  under  this 
section,  the  Secretary  may  classify 
providers  by  type  of  provider  (e.g. 
hospitals,  sldlled  nursing  facilities,  and 
home  health  agencies)  and  by  any  other 
factors  the  Secretary  finds  appropriate 
and  practical  induing: 

(1)  Type  of  services  furnished; 

(ii)  Geographical  area  where  services 
are  furnished,  allowing  for  grouping  of 
noncontiguous  areas  having  similar 
demographic  and  economic 
characteristics; 

(iii)  Size  of  institution; 

(iv)  Nature  and  mix  of  services 
furnished;  or 

(v)  Type  and  mix  of  patients  treated. 

(2)  Estimates  of  the  costs  necessary 
for  efficient  delivery  of  health  services 
may  be  based  on  cost  reports  or  other 
data  providing  indicators  of  current 
costs.  Current  and  past  period  data  will 
be  adjusted  to  arrive  at  estimated  costs 
for  the  prospective  periods  to  which 
limits  are  being  applied. 

(3)  Prior  to  the  beginning  of  a  cost 
period  to  which  limits  will  be  applied, 
the  Secretary  will  publish  a  notice  in  the 
Federal  Register,  establishing  cost  limits 
and  explaining  the  basis  on  which  they 
were  calculated. 

(c)  Provider  requests  regarding 
applicability  of  cost  limits.  A  provider 
may  request  a  reclassification, 
exception,  or  exemption  fitim  the  cost 
limits  imposed  under  this  section.  The 
provider’s  request  must  be  made  to  its 
fiscal  intermediary  within  180  days  of 
the  date  on  the  intermediary’s  notice  of 
program  reimbursement  The 
intermediary  will  make  a 
recommendation  on  the  provider’s 
request  to  HCFA.  which  will  make  the 
decision.  HCFA  will  respond  to  the  . 
exception  request  within  180  days  from 
the  date  HCFA  receives  the  request 
from  the  intermediary.  The  intermediary 
shall  notify  the  provider  of  HCFA’s 
decision.  The  time  required  for  HCFA  to 
review  the  exception  request  shall  be 
considered  good  cause  for  the  granting 
of  an  extension  of  the  time  limit  to  apply 
for  a  Board  review,  as  specified  in 

§  405.1841.  HCFA’s  decision  is  subject  to 
review  under  Subpart  R  of  this  part 

(d)  Reclassification.  A  provider  may 
obtain  a  reclassification  if  it  can  show 
that  its  classification  is  at  variance  with 
the  criteria  specified  in  promulgating  the 
limits. 

(e)  Exemptions.  Exemptions  to  the 
limits  imposed  under  this  section  may 


be  granted  in  the  following 
drciunstancea: 

(1)  Sole  community  hospital.  The 
hospital  by  reason  of  factors  such  as 
isolated  location  or  absence  of  other 
hospitals  is  the  sole  source  of  such  care 
reasonably  available  to  beneficiaries. 

(2)  New  provider.  The  provider  of 
inpatient  services  has  operated  as  the 
type  of  provider  (or  the  equivalent)  for 
which  it  is  certified  for  Medicare,  under 
present  and  previous  owner^ip,  for  less 
than  3  full  years.  An  exemption  granted 
under  this  paragraph  expires  at  the  end 
of  the  provider’s  first  cost  reporting 
period  beginning  at  least  2  years  after 
the  provider  accepts  its  first  patient 

(3)  Risk-basis  HMO.  Hie  items  or 
services  are  furnished  to  beneficiaries 
enrolled  in  an  HMO  by  a  provider  that 
is  either  owned  or  operate  by  a  risk- 
basis  HMO  or  related  to  a  risk-basis 
HMO  by  common  ownership  or  control 
(see  S  405.2050(c)). 

(f)  Exceptions.  Limits  established 
under  this  sectioq  may  be  adjusted 
upward  for  a  provider  under  the 
circumstances  specified  in  paragraphs 
(f)  (1)  through  (8)  of  this  section.  An 
adjustment  will  be  made  only  to  the 
extent  the  costs  are  reasonable, 
attributable  to  the  circumstances 
specified,  separately  identified  by  the 
provider,  and  verified  by  the 
intermediary. 

(1)  Atypical  services.  'The  provider 
can  show  that: 

(1)  The  actual  cost  of  items  or  services 
furnished  by  a  providei:.exceeds  the 
applicable  limit  because  such  items  or 
services  are  atypical  in  nature  and 
scope,  compared  to  the  items  or  services 
generally  furnished  by  providers 
similarly  classified:  and 

(ii)  The  atypical  items  or  services  are 
furnished  because  of  the  special  needs 
of  the  patients  treated  and  are 
necessary  in  the  efficient  delivery  of 
needed  health  care. 

(2)  Extraordinary  circumstances.  The 
provider  can  show  that  it  incurred 
higher  costs  due  to  extraordinary 
circumstances  beyond  its  control  These 
circumstances  include,  but  are  not 
limited  to.  strikes,  fire,  earthquake,  ^ 
flood,  or  similar  unusual  occurrences 
with  substantial  cost  effects. 

(3)  Providers  in  areas  with  fluctuating 
populations. 

(i)  The  provider  is  located  in  an  area 
(e.g.,  a  resort  area)  that  has  a  population 
that  varies  significantly  during  the  year, 

(ii)  The  appropriate  health  planning  * 
agency  has  determined  that  the  area 
does  not  have  a  surplus  of  beds  and 
similar  services  and  has  certified  that  - 
the  beds  and  services  made  available  by 
the  provider  are  necessary;  and 
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(iii)  The  provider  meets  occupancy  - 
standards  established  by  the  Secretary. 

(4)  Medical  and  Paramedical 
education.  The  provider  can 
demonstrate  that,  when  compared  to 
other  providers  in  its  group,  it  incurs 
increased  costs  for  items  or  services 
covered  by  limits  under  this  section 
because  of  its  operation  of  an  approved 
education  program  specified  in 

S  405.421. 

(5)  More  intensive  routine  care.  The 
hospital: 

(i)  Furnishes  a  greater  intensity  of 
inpatient  general  routine  care  than  other 
hospitals  having  a  reasonably  similar 
mix  of  patients; 

(ii)  Shows  that  the  more  intensive  care 
results  in  a  shorter  average  length  of 
stay  and  higher  per  unit  costs  than  in 
comparable  hospitals;  and 

(6)  Essential  community  hospital 
services  exception.  The  Secretary  finds 
that: 

(i)  The  hospital  exceeds  its  applicable 
limit  by  more  than  IS  percent; 

(ii)  Full  application  of  the  limits  would 
render  the  hospital  insolvent; 

(iii)  Such  insolvency  would  deprive 
the  community  of  essential  services;  and 

(iv)  The  hospital  has  taken,  or 
provided  adequate  assurances  that  it 
plans  to  take,  all  available  efficiency 
and  economy  measures  to  bring  its  costs 
into  line  with  those  of  comparable 
facilities.  In  this  case,  the  ^cretary  may 
grant  an  exception  to  the  limit  for  die 
amount  by  wUch  the  hospital  exceeds 
115  percent  of  its  applicable  limit  for 
such  period  as  he  deems  necessary  (but 
not  to  exceed  the  period  during  which 
the  hospital  meets  the  enumerated 
conditions). 

(7)  Newly  established  home  health 
agency.  The  agency  can  demonstrate 
that: 

(i)  It  has  operated  as  the  type  of 
provider  for  which  it  was  certified  for 
Medicare  under  present  and  previous 
ownership  for  less  than  3  full  years.  (An 
exception  may  not  be  granted  under  this 
paragraph  for  any  cost  reporting  period 
beginning  more  than  2  years  after  the 
provider  makes  its  first  visit.); 

(ii)  Its  variable  operating  costs  were 
reasonable  in  relation  to  its  utilization 
during  the  year,  and 

(iii)  Its  fixed  operating  costs  are 
reasonable  in  relation  to  realistic 
projection  of  utilization  to  be  achieved 
at  the  end  of  the  provider's  second  year 
of  operation. 

(8)  Unusual  labor  costa.  The  provider 
has  a  percentage  of  labor  costs  which 
varies  more  than  10  percent  finm  diat 
inohided  in  the  promulgation  of  die 
limits. 
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(g)  Operational  review  of  providers 
receiving  an  exception.  Any  provider 
that  applies  for  an  exception  to  the 
limits  established  under  paragraph  (f)  of 
this  section  must  agree  to  an  operational 
review  at  the  discretion  of  HCFA.  The 
findings  from  any  such  review  may  be 
the  basis  for  recommendations  for 
improvements  in  the  efficiency  and 
economy  of  the  provider's  operations.  If 
such  recommendations  are  made,  any 
future  exceptions  shall  be  contingent  on 
the  provider's  implementation  of  these 
recommendations. 

(Sections  1102, 1814(b),  1861(v)(l),  186e(a). 
and  1971  of  the  SodaLSecurity  Act;  42  U.S.C. 
1302, 1395f(b).  1395x(v)(l),  1395cc(a)  and 
1395hh.) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.773.  Medicare-Hospital 
Insurance.) 

Dated:  May  23, 1979. 

Leonard  D.  Schaeffer, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  May  24, 1979. 

Joseph  A.  Califano,  Jr., 

Secretary. 
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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Health  Care  Financing  Administration 

Medicare  Program;  Schedule  of  Limits 
on  Hospitai  Inpatient  General  Routine 
Operating  Co^  for  Cost  Reporting 
Periods  Beginning  on  or  After  July  1, 
1979 

agency:  Health  Care  Financing 
Administration  (HCFA),  HEW. 
action:  Final  Notice  of  Schedule  of 
Limits  on  Hospital  Inpatient  General 
Routine  Operating  Costs. _ _ 

summary:  This  notice  sets  forth  a 
schedule  of  limits  on  hospital  inpatient 
general  routine  operating  costs  that  may 
be  reimbursed  under  Medicare  for  cost 
reporting  periods  beginning  on  or  after 
July  1, 1979. 

This  is  an  annual  update  of  the 
schedule  and  replaces  the  schedule 
published  in  the  Federal  Register  on 
September  26, 1978  (43  FR  43558).  It 
covers  total  inpatient  general  routine 
operating  cost  and  applies  to  the  entire 
cost  reporting  period  of  a  hospital 
whose  cost  reporting  period  begins  on  or 
after  July  1, 1979. 

The  schedule  of  limits  does  not  apply 
to  the  cost  of  special  care  units  or 
ancillary  services  to  capital  related 
costs  or  the  costs  of  approved  medical 
education  programs. 

EFFECTIVE  DATE:  July  1, 1979. 

FOR  FURTHER  INFORMATION,  CONTACT: 
Carl  Slutter,  Health  Care  Financing 
Administration.  Room  403  East  Hi^rise 
Building.  6401  Security  Boulevard, 
Baltimore,  Maryland  21235,  Telephone 
301-594-9441. 

SUPPLEMENTARY  INFORMATION: 
Background 

Section  1661(v](l)  of  the  Social 
Security  Act  (42  U.S.C.  1395  x(v)(l)]  as 
amended  by  Section  223  (Limitation  on 
Coverage  of  Costs)  of  Pub.  L  92-603,  the 
Social  Security  Amendments  of  1972, 
authorizes  the  Secretary  to  set 
prospective  limits  on  the  costs  that  are 
reimbursed  under  Medicare.  Such  limits 
may  be  applied  to  theMirect  or  indirect 
.overall  costs  or  to  costs  incurred  for 
specific  items  or  servics  furnished  by  a 
Medicare  provider,  and  may  be  based 
on  estimates  of  the  cc'it  necessary  in  the 
efficient  delivery  of  needed  health 
services. 

Regulations  implementing  this 
authority  are  set  forth  at  42  CFR  405.460. 
Under  this  authority,  limits  on  hospital 
inpatient  general  routine  service  costs 
have  been  published  since  1974.  The 


schedule  of  limits  on  hospital  inpatient 
general  routine  operating  costs  set  forth 
below  was  published  for  public 
comment  in  the  Federal  Register  on 
March  1. 1979  (44  FR  11612).  It  includes 
several  changes  from  the  methodology 
used  in  establishing  previous  schedules 
of  limits. 

Summary  of  Changes 

The  new  schedule  of  limits  provides 
for 

1.  Limits  on  hospital  inpatient  general 
routine  operating  costs.  Unlike  die 
current  schedule,  the  new  schedule  does 
not  include  capital-related  costs  or  the 
costs  of  approved  medical  education 
programs.  A  hospital  is  permitted  to 
exclude  all  capital-related  costs 
allocated  to  the  routine  service  cost 
center  when  computing  its  routine 
operating  costs. 

2.  A  classification  system  based  on 
whether  a  hospital  is  located  within  a 
Standard  Metropolitan  Statistical  Area 
(SMSA)  and  on  the  basis  of  the 
hospital’s  bed  size.  In  New  England, 

New  England  County  Metropolitan 
Areas  (NECMA)  are  used  to  determine 
urban  location.  Area  per  capita  income, 
which  is  presently  used  to  account  for 
general  economic  environment,  is  no 
longer  a  part  of  the  classification 
system. 

3.  An  estimate  of  increases  in  routine 
per  diem  costs,  used  to  update  hospital 
cost  data  from  the  cost  reporting  periods 
represented  in  the  data  collection  to  July 
1. 1979.  The  estimate  is  based  on  data 
from  Medicare  cost  reports  and  trends 
in  the  relationship  between  the  increase 
in  total  costs  and  routine  costs.  This 
relationship  was  applied  to  Medicare 
budget  estimates  for  years  in  which  no 
cost  report  data  were  available. 

4.  A  market  basket  index  developed 
from  the  price  of  goods  and  services 
purchased  by  hospitals,  used  to  account 
for  the  impact  of  changing  wage  and 
price  levels  on  hospital  costs.  This  index 
is  used  to  adjust  hospital  cost  data  fit)m 
July  1, 1979,  to  the  cost  reporting  periods 
to  which  the  limits  will  apply,  l^ere  the 
estimated  rate  of  increase  in  the  market 
basket  index  is  significantly  below  the 
actual  rate  of  increase,  an  adjustment 
will  be  made. 

5.  A  wage  index,,  developed  fi'om 
hospital  wages,  used  to  adjust  the  wage 
component  of  the  limits  to  reflect 
differing  wage  levels  among  the  areas  in 
which  hospitals  are  located.  The  wages 
and  salaries  portion  of  the  market 
basket  index  (60.04%)  is  used  to 
determine  the  wage  component  for  all 
bed-size  group  limits. 

6.  Limits  set  at  115  percent  of  the 
group  mean. 


7.  A  fonnula  that  will  permit  the  limit 
to  be  adjusted  for  areas  where  covered 
days  of  care  per  IJXX)  Medicare 
beneficiaries  is  leu  than  die  national . 
average. 

8.  A  revised  schedule  of  dollar  limits, 
by  geographic  area  and  hospital  size. 

Discussion  of  Major  Comments 

A  notice  of  the  proposed  sdiedule  of 
limits  on  hospital  inpatient  general 
routine  operating  costs  for  cost  reporting 
periods  beginning  on  or  after  July  1, 

1979,  was  published  on  March  1. 1979,  in 
the  Federal  Re^ster  (42  FR  11612). 
Comments  and  suggestions  were 
received  from  a  number  of  national  and 
state  organizations,  hospitals  and 
individuals.  Responses  to  the  most 
significant  comments  and  changes  to  the 
proposed  schedule  of  limits  are  set  forth 
below. 

1.  Change  from  routine  service  costs 
to  routine  operating  costs.  A  number  of 
commenters  expressed  concern  that  by 
establishing  limits  on  general  routine 
operating  costs.  Medicare  has 
eliminated  reimbursement  for  the 
routine  nursing  salary  cost  differential. 
These  comments  suggested  that  the  term 
"general  routine  operating  costs"  should 
be  clarified  to  indicate  whether  the 
inpatient  routine  nursing  salary  cost 
differential  payment  is  to  be  included. 
We  believe  that  the  notice  was  dear 
that  the  costs  used  in  setting  the  limits 
included  the  nursing  differential  and 
that  the  limits  apply  to  general  routine 
operating  costs  plus  the  nursing 
differential.  Cost  reporting  schedules  are 
being  developed  by  HCFA  for  use  by 
hospitals  to  compute  their  inpatient 
general  routine  operating  costs  for 
comparison  to  the  cost  limits. 

Another  major  concern  centered 
around  the  definition  of  capital-related 
costs  which  are  removed  ^m  the 
calculation  of  the  cost  limiL  A 
significant  number  of  comments 
expressed  the  view  that  capital  costs 
which  are  directly  and  indirectly 
allocated  to  the  general  routine  service 
cost  center  throi^  the  step  down  cost 
finding  process  should  be  excluded  from 
the  hospital's  general  service  cost  to 
arrive  at  the  hospital's  general  routine 
operating  costs.  We  agree  and  HCFA  is 
presently  developing  supplemental  cost 
reporting  forms  which  permit  a 
hospital  to  compute  the  tot^  capital- 
related  costs  allocated  to  the  general 
routine  service  cost  center. 

Capital-related  costs  include  interesL 
depredation,  insurance,  rent  and  fixed 
asset  related  costs  which  are  normally 
reported  in  the  depreciation  accounts  for 
Medicare  reimbursement  purposes. 
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When  computing  its  general  routine 
operating  costa  for  con^mrison  with  its 
apphcable  cost  limit  a  ho^ital  will 
remove  only  that  portion  of  the  capital- 
related  cost  diat  is  allocated  to  the 
routine  service  cost  center. 

Some  commenters  have  the 
impression  that  by  excluding  capital- 
related  costs  and  costs  of  mi^cal 
education  from  the  calculation  of  the 
cost  limit,  the  Medicare  program  would 
not  reimburse  the  hospital  for  these  two 
cost  factors.  HCPA  will  continue  to 
reimburse  hospitals  for  reasonable 
capital-related  costs  and  medical 
education  costs.  As  e]q)lained  in  the 
proposed  notice,  this  exclusion  is  for 
purposes  of  establishing  and  applying 
the  limits  only  and  does  not  restrict 
reimbursement  for  these  items. 

Some  commenters  proposed  the 
exclusion  of  repairs  and  maintenance ' 
costs  from  the  limits.  Under  HCFA 
instructions  major  repairs  are  generally 
required  to  be  capitalized  in  accordance 
with  generally  accepted  accoimting 
principles  and  are  thus  excluded  from 
costs  subject  to  the  limit.  (See  42  CFR 
405.406.)  Therefore,  this  proposal  is  not 
adopted. 

Some  commenters  requested 
clarification  of  the  medical  education 
costs  that  are  excluded  from  the  cost 
limits.  As  explained  in  the  proposed 
notice,  costs  of  medical  education  are 
the  costs  normally  recorded  in  die 
interns  and  residents  (in  an  approved 
program)  and  nursing  school  accounts 
for  Medicare  reimbursement  purposes. 
Provider  Reimbursement  Manual  (HIM- 
15)  Chapter  4  and  the  instructions  to  the 
HCFA  cost  reporting  forms  provide 
instructions  concerning  the  type  of  costs 
that  should  be  recorded  in  the  cost 
centers  for  nursing  schools  and  intems- 
resident  service  (an  approved  teaching 
program). 

2.  Classification  Based  on  Hospitals 
Location  in  Standard  Metropolitan 
Statistical  Area  (SMSA)  and  Bed  Size. 
Several  comments  proposed  the  use  of 
the  Standard  Consolidated  Statistical 
Area  (SCSA)  concept  which  had  been 
used  in  previous  notices  to  classify 
hospitals.  The  SCSAs  were  developed 
by  ^e  OfBce  of  Management  and 
Budget  to  recognize  the  existence  of  high 
density  population  areas  whidi  are 
larger  than  an  individual  SMSA.  The 
SCSA  concept  associates  contiguous 
SMSAs  between  which  a  significant 
degree  of  economic  interactimi  exists. 
Since  we  have  eliminated  tiie  use  of  per 
capita  income  as  an  indicator  of  area 
economic  environment  and  replaced  it 
with  a  hospital  wage  index  (discussed  in 
item  3  bel^)  udiit^  is  based  on  hospital 
salaries  paid  within  eadi  individual 


SMSA.  we  believe  the  use  of  the  SCSA 
concept  is  no  longer  appropriate.  Where 
the  wage  index  shows  that  contiguous 
SMSAs  pay  the  same  wages  as  the  core 
SMSA,  itxey  will  have  the  same  limit 
Where  the  wage  levels  are  lower,  they 
should  not  have  the  benefit  of  the  higher 
wage  levels  and  thus  the  higher  limits  of 
the  core  SMSA. 

Many  conunents  inquired  about  the 
designation  of  counties  within  the  New 
Engird  County  Metropolitan  Areas 
(NECMA)  whi(±  are  used  to  determine 
urban  location.  Counties  within  an 
NECMA  (as  defined  in  Standard 
Metropolitan  Statistical  Areas  1975, 
revised  edition  prepared  by  the 
Statistical  Policy  Division,  Office  of 
Management  and  Budget)  are  listed 
below: 

NECMAs  and  Constituent  Counties 
Boston-LoweU-Brockton-Lawtence-Havethill 
Massachusetts  Portion 

Essex 

Middlesex 

Norfdk 

Plymouth 

Suffolk 

New  Hampshire  Portion 
Rockingham 

Bridgeport-Stamford-Norwalk-Danboiy 

Connecticut 

Hartford 

Middlesex 

Tolland 

Lewiston-Auburn 

Maine 

Androscoggin 

Mancfatater-Nashua 

New  Hampshire 

Hillsborough 

New  Bedford-Fall  River 

Massachusetts 

Bristol 

New  Haven-Waterbury-Meriden 
Connecticut 
New  Haven 
New  London-Norwicfa 
Connecticut 
New  London 
.  Pittsfield 
Massachusetts 
Bericshire 
Portland 
Maine 
Cumberland 
Sagadahoc 


Providence-Warwich-Pawtucket 

Rhode  Island 

Bristol 

Kent 

Providence 

Washington 

Spifagfidd-Cfaicopee-Holyoke 

Massachusetts 

Hampden 

Hampshire 

Woicaster-Fitcliborg-Leoniinster 

Massachusetts 

Worcester 

3.  Use  of  a  hospital  wage  index  in 
calculating  cost  limits.  Although  most 
commenters  thought  that  the  use  of  a 
wage  index  was  an  improvement  over 
the  use  of  per  capita  incomes,  they 
criticized  the  use  of  the  proposed  wage 
index  based  on  the  “ser^ce  industry” 
wages  since  it  is  not  reflective  of  wage 
costs  in  hospitals.  They  recommend^ 
that  a  wage  index  be  developed  based 
on  hospital  wages.  We  believe  greater 
accuracy  and  fairness  will  be  adiieved 
by  substituting  a  hospital  wage  index  for 
the  service  industry  wage  index  used  in 
tiie  proposed  notice. 

The  hospital  wage  index,  developed 
from  data  supplied  by  the  Bureau  of 
Labor  Statistics,  is  used  to  adjust  for 
area-wage  difierentials  and  applied  to 
the  portion  of  the  cost  limit  attributable 
to  wages.  The  data  used  are  those  for 
the  “hospital  group*',  a  standard  BLS 
reporting  category.  The  hospital  wage 
index  is  based  on  data  for  the  year  1977 
and  is  the  latest  available  data.  Data  for 
1978  will  not  be  available  until  late  in 
1979. 

The  hospital  wage  index  was 
develc^ed  by  computing  the  national 
SMSA'(or  NECMA)  average  wage  for 
the  hospital  group  and  dividing  this 
average  into  the  average  hospital  wage 
for  each  SMSA  (or  NECMA).  The  result 
is  expressed  as  an  index  number,  which 
is  used  to  adjust  the  wage  portion  of  the 
group  limit.  For  non-SMSA  areas,  the 
index  was  developed  by  computing  the 
national  non-SMSA  average  wage  for 
the  hospital  grotq)  and  dividing  this 
average  into  the  average  hospital  wage 
for  all  non-SMSA  counties  in  a  State. 
The  index  then  applies  to  all  non-SMSA 
counties  in  the  State. 

A  number  of  commenters  pointed  out 
that  in  some  cases  the  non-SMSA  wage 
index  was  greater  than  the  wage  index 
for  an  individual  SMSA.  Based  on  tiiMe 
comments  we  believe  there  is  some  . 
misunderstanding  concerning  the 
computatimi  of  t^  wage  index.  As 
explained  in  the  proposed  notice,  a 
national  average  wage  is  computed  for 
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non-SMSA  areas  based  on  non-SMSA 
data  and  separate  data  are  used  to 
compute  the  national  average  wage  for 
SMS  As. 

Many  commenters  questioned  the 
labor  percentage  published  in  the  notice 
that  is  used  to  adjust  for  the  wage  cost 
portion  of  the  cost  limit.  They  indicated 
that  the  routine  service  area  is  the  most 
labor  intensive  part  of  the  hospital. 

Many  thought  that  the  labor  percentages 
used  to  adjust  for  the  wage  cost  portion 
of  the  cost  limit  should  be  equal  to  or 
greater  than  the  market  basket  labor 
percentage  used  in  the  "market  basket 
index”  to  project  hospital  routine  costs. 
Since  the  percentages  used  in  the 
proposed  notice  were  developed  from 
data  based  on  total  costs,  and  as  such 
did  not  properly  reflect  the  labor  portion 
or  routine  costs,  we  have  adopted  this 
recommendation  and  are  using  the 
market  basket  labor  percentage  (60.04%) 
as  the  labor  portion  of  the  cost  limit  for 
all  bed  size  groups.  In  a  companion 
regulation,  we  will  be  allowing  through 
*  application  to  the  fiscal  intermediary,  an 
individual  hospital  to  obtain  an 
adjustment  to  its  limit  if  it  can 
demonstrate  that  its  labor  percentage  is 
significantly  di^erent  from  the 
published  percentage. 

An  example  of  how  the  hospital  wage 
index  is  used  in  adjusting  the  cost  limits 
is  set  forth  below  and  the  wage  indexes 
for  urban  and  rural  areas  are  set  forth  in 
Tables  UIA  and  IIIB. 

4.  Use  of  a  Market  Basket  Index.  The 
bulk  of  the  comments  dealt  with  the 
adoption  of  the  "market  basket  index" 
which  is  used  to  adjust  the  cost  limits 
for  projected  increases  in  the  costs  of 
goods  and  services  used  by  hospitals  in 
furnishing  routine  care.  The  main 
objection  to  the  market  basket  index 
published  in  the  proposed  notice  is  that 
the  index  did  not  related  to  current 
inflationary  trends.  The  comments 
pointed  out  that  based  on  current 
consumer  and  wholesale  indexes,  price 
increases  have  equalled  or  exceeded 
one  percent  per  month,  which  projects 
to  a  12  percent  inflationary  rate  for  1979. 
This  is  approximately  3.1  percent  in 
excess  of  the  proposed  percent  market 
basket  index  we  have  projected  for  1979. 
Because  of  this  large  variance,  most 
comments  indicated  that  some 
methodology  must  be  found  to  provide 
for  an  adjustment  of  the  inflation  factor 
in  order  to  retain  the  financial  planning 
benefits  the  current  prospective  limits 
provide. 

As  explained  in  the  proposed  notice, 
we  have  been  reviewing  whether  and 
how  to  make  retrospective  adjustments 
to  the  cost  limits  if  our  forecasts  turn  out 
to  be  erroneous.  We  also  indicated  that 


comments  on  this  issue  are  welcome. 
Many  suggested  that  a  new  market 
basket  index  should  be  published 
quarterly.  However,  we  believe  the 
same  effect  can  be  obtained  by 
retrospective  adjustment  of  the  index 
when  the  year  is  over.  Therefore,  we 
have  included  a  provision  in  the  final 
notice  statiiig  that  we  will  adjust  the 
projected  rate  of  increase  in  Ae  market 
basket  index  to  actual  where  our 
estimate  is  more  than  of  1  percentage 
pont  below  the  actual  rate  of  increase. 

A  solution  to  this  problem  that  was 
recommended  by  many  commenters  is 
that,  since  the  Secretary  has  suggested  a 
limit  on  total  hospital  cost  increase  of 
9.7  percent,  the  9.7  percent  should  be 
used  in  lieu  of  the  market  basket  index. 
These  commenters  apparently  do  not 
recognize  that  the  Secretary  was 
referring  to  the  rate  of  increase  in  total 
costs  (including  new  admissions  related 
to  population  growth),  which  this  notice 
deals  with  the  increase  in  costs  of  goods 
and  services  purchased  on  a  patient  day 
basis.  We  believe  that  the  rate  of  routine 
cost  increase  experienced  by  hospitals 
should  be  closely  related  to  the  increase 
in  the  cost  of  goods  and  services  which 
they  purchase.  Therefore,  we  developed 
a  market  basket  index  to  account  for  the 
impact  of  the  average  increase  in  prices 
for  the  specific  goods  and  services  used 
by  hospitals  in  furnishing  routine  care. 
Since  die  cost  limits  only  apply  to 
routine  operating  costs,  we  will  not 
adopt  the  suggestion  of  using  an 
inflation  factor  based  on  total  costs. 

Comments  were  also  received, 
requesting  the  use  of  a  regional  market 
basket  index.  However,  some  of  those 


requesting  such  an  index  also  noted  that 
regionalized  data  are  not  presently 
available.  Due  to  the  lack  of  a  data  base 
we  cannot  adopt  this  suggestion. 

Other  comments  requested  more 
specific  details  on  the  make  up  of  the 
market  basket  index.  This  index  is 
comprised  of  the  most  commonly  used 
categories  of  hospital  routine  operating 
expenses.  The  categories  are  based  on 
those  used  by  the  American  Hospital 
Association  in  its  analysis  of  costs,  by 
the  U.S.  Department  of  Commerce  in 
inter-industry  analysis  of  the  hospital 
sector,  and  by  HCFA  in  its  Medicare 
cost  reports.  A  table  listing  the 
categories  is  presented  below. 

Each  of  these  categories  has  been 
weighted  according  to  the  best  available 
approximation  of  the  national  average 
proportion  of  routine  hospital  operating 
expenses  falling  into  each  expense 
category.  These  weights  are  based  on 
surveys  by  the  AHA,  the  Department  of 
Commerce’s  input-output  studies,  and 
from  our  analysis  of  Medicare  cost 
reports.  Column  2  of  the  table  specifies 
the  weights  for  each  category.  The 
weights  may  differ  fi*om  those  listed  in 
the  proposed  notice  of  March  1, 1979, 
since  in  some  cases  they  are  based  on 
more  refined  estimates. 

The  percentage  increases  in  the 
hospital  market  basket  index  for  routine 
operating  costs  forecasted  for  1979  and 
1980  are  shown  below: 

1979— 8.9%. 

1980— 8.6%. 

These  rates  are  different  from  those 
published  on  March  1.  The  revised  rates 
of  inflation  are  based  on  more  refined 
data. 


Derivation  of  “Market  Basket”  Index  for  Routine  Inpatient  Hospital  Operating  Costs 


Category  of  costs  Routine  cost  weight  Forecaster,'  percent 
(percent)'  changes  1979-1960 


“Pitoa”  variable  used 


2.  Employeal 


A.  tntmrml  nmtortcti  Pnay—fxn  9te  period  Ihrough 
calarrdar  year  1978:  Paroantage  chartBss  in  avaraga 
payro*  aspenaes  par  lull-lima-equtvaloni  worker  am- 
ptoyad  by  corrtmunSy  hospitals. 

Source:  Amatican  Hospital  AssocMion,  National  Hos- 
pMai  Parrel  Survay.  See  mid-monlh  iaauas  ol  Hotpi- 
Mb. 

B.  ExtmmI  ForarasMrf  Proxy— ^  the  period  calerv 
dar  year  1979  and  ihereaftar  Percentage  change  m 
average  howty  earnings  at  production  and  nonsu- 
patrMory  workars  on  private  nonagricuaural  payrota, 
aarr^  indusby. 

Source:  U.S.  Dapanmani  of  Labor.  Bureau  oi  i«*«nr 
gtalleica.  Employtnenl  and  Emrangt.  (monStly) 
iabloC-2. 

A.  kmtrml  muoricdl  ^axy-Pot  the  period  tmxigh 
calandar  year  1978:  Paroantage  charrgas  in  muptoy- 
aa  benedts  par  MFUrna  equivalent  workar  amployad 
by  community  hospitals 

Source:  1978-1878.  Anrarican  Hospital  Asaocialioo. 
NaSonal  HoapM  Panel  Sumay.  Sea  mkFmotSh 
leauai  of  Hoapdola.  Prior  to  197^  Amarican  Hoapi- 
M  kaaoclaton.  Hoapdal  StaOatet,  Annual  Survay, 
CMcsqo,  Hnoli. 

a  firsamaf  PoncoaUrd  /tag*— For  Sia  partod  calan. 
dm  yam  1979  and  traraaHar  Percent^  ebanges 
la  aupplawiants  to  wages  and  salsttai  par  worker  m 
nonagiiciMari  astabishmenta- 


I 
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DW-CF^ftSiR«(Iounm  me..  Com  FcwcMimg  Swvloa,  1750  K  SirMt,  NW..  Waehmglon.  D.C.  20006.  (For«a«t  CF8 
791). 

DRMMM.DM  R«toun:«».  Me.,  Macro  Modal,  29  Hartwal  Avanua,  Laxlnglon,  Masaachuaalta  02173,  (Foracaat  CorUrol 
0324). 

HEW-«CFA»Dept  of  Health.  Education  and  WeHara.  Health  Cara  Rnanclng  AdnwiMration.  330  "C”  Straat  8W.,  Waah- 
Ingtoa  D.C.  20201. 

•Modicat  proleaalonal  feet  are  inchided  aa  part  of  nonrotdma  coats. 

•Thia  la  a  caaidutf  category  of  routine  operating  costs  not  mdudod  m  the  13  specMc  categories  above.  It  consists  primarily 
of  miscallanoout  and  unallocatad  itams. 


5.  Level  of  Limits.  We  have  adopted 
the  suggestion  that  the  limits  shoidd  not 
be  established  at  a  Hxed  percentile  as 
was  proposed.  However,  for  the 
following  reasons  we  have  adopted  a 
limit  different  from  the  one  we 
previously  used — ^mainly  80th  percentile 
plus  10  percent  of  the  median.  We 
believe  that  establishing  limits  on 
“routine  operating  costs"  results  in  more 
homogenous  costs  being  subject  to  the 
limits.  There  are  three  major  identifiable 
reasons  for  variation  in  the  absolute 
level  of  routine  costs  among  hospitals: 
capital  related  costs,  medical  education 
efforts  and  area  wage  levels.  We  have 
accounted  for  capital  related  costs  and 
medical  education  efforts  by  removing 
these  costs  from  those  subject  to  the 
limit.  Area  wage  differentials  are 
accounted  for  by  application  of  the 
index  based  on  hospital  wages.  We 
believe  these  changes  result  in  a 
significant  improvement  in 
comparability  of  costs.  This  improved 
comparability  removes  the  need  to 
provide  a  margin  like  that  used  in 
previous  promulgations.  We  have, 
therefore,  decided  to  set  the  limits  at  115 
percent  of  the  group  mean.  This  change 
in  the  level  at  which  the  limits  are 
established,  together  with  the  other 
changes  adopted,  results  in  limits  which 
are  generally  equivalent  to  or  higher 
than  those  published  in  the  March  1, 
proposal. 

The  revised  limits  will  better  identify 
those  hospitals  whose  costs  are 
substantially  higher  than  the  costs 
necessary  for  efficient  delivery  of 
hospital  inpatient  general  routine 
services.  In  addition,  though  the  limits 
have  been  set  at  115  percent  of  the  group 
average,  hospitals  with  routine 
operating  costs  above  the  limit  will 
continue  to  have  an  opportunity  to 
explain  their  excess  cost  and  obtain 
relief  to  the  extent  that  these  costs  are 
justified  and  verified  (see  20  CFR 
405.460(f)}. 

8.  Adjustment  for  Covered  Doys  of 
Care.  In  the  March  1, 1979,  notice  HCFA 
indicated  that  preliminary  analysis  of 
the  proposed  schedule  of  limits  showed 
that  the  limits  may  have  a  disparate 
impact  on  different  regions  of  the 
country.  We  indicated  we  welcomed 
suggestions  on  this  point. 

In  response  to  this  request  many 
comments  criticized  the  proposed  limits 


because  they  appear  to  have  a  serious 
effect  on  parts  of  the  country  that  have 
shorter  lengths  of  stay  alleged  to  result 
fi'om  higher  intensity  of  routine  services. 
For  example,  they  estimate  that  68 
percent  of  all  the  hospitals  in  California 
will  be  adversely  affected  by  the  limits. 

It  is  pointed  out  that,  although  these 
hospitals  are  more  expensive  on  a  per 
diem  basis,  they  save  the  program 
money  as  a  result  of  their  shorter  length 
of  stay.  Therefore,  they  believe  that  the 
proposed  system  should  be  revised  to 
eliminate  the  effect  on  facilities  with 
shorter  length  of  stays. 

Length  of,stay  among  individual 
facilities  will  vary  with  the  type  and 
complexity  of  cases  treated  and  is  not, 
in  itself,  cause  to  expect  higher  routine 
operating  costs  or  program  savings. 
However,  where  shorter  lengths  of  stay 
are  experienced  in  the  aggregate  by 
hospitals  in  a  State,  without  offsetting 
increases  in  admissions,  (so  that  overall 
hospital  utilization  is  less  than  that 
experienced  in  other  States)  we  believe 
that,  to  the  extent  this'  lower  utilization 
'  is  achieved  through  more  intensive 
services,  it  is  reasonable  to  expect 
somewhat  higher  routine  operating  costs 
and  considerable  program  savings.  To 
prevent  any  disadvantage  in  States  with 
relatively  low  utilization,  an  automatic 
upward  adjustment  of  the  limits  is 
granted  to  hospitals  in  such  States  with 
opportunity  for  additional  adjustment 
where  an  individual  hospital 
demonstrates  that  this  automatic 
adjustment  is  insufficient. 

The  formula  for  this  adjustment  is  as 
follows. 

Nature  of  Adjustment  for  Covered  Days 
of  Care 

Where  a  provider  is  located  in  a  State 
with  lower  utilization  per  1,000 
Medicare  beneficiaries,  the  limits 
otherwise  applicable  may  be  adjusted 
upward.  “Lower  utilization"  means  the 
State’s  ratio  of  Medicare  covered  days 
of  care  per  1,000  beneficiaries  is  less 
than  the  national  average.  The  nature  of 
the  adjustment  is  as  follows: 

(A)  The  total  number  of  Medicare 
inpatient  covered  days  of  care  are  acute  • 
care  hospitals  for  calendar  1976  for  each 
State  is  determined  (Source:  HCFA, 
Office  of  Policy  Planning  and  Research 


Current  Utilization  Tabulations  as  of 
September  29, 1978 — ^Table  AA4A — 

Total — Number  of  Bills,  Days  of  Care, 
Amount  of  Covered  Charges,  and 
Reimbiu^ement  by  Period  Expense 
Incurred). 

(B)  This  is  divided  by  the  State's 
number  of  Medicare  beneficiaries  as  of 
July  1, 1976  (Source:  Medicare:  Health 
Insurance  for  the  Aged  and  Disabled, 
1976,  Sect.  1.1:  Reimbursement  by  State 
and  County,  Washington,  D.C.,  1978)  to 
yield  the  number  of  covered  Medicare 
days  per  1,000  beneficiaries. 

(C)  the  overall  national  average  of 
Medicare  covered  days  of  care  per  1,000 
beneficiaries  in  the  United  States  is 
determined  by  dividing  the  total  number 
of  covered  days  for  the  50  States  and 
D.C.  by  the  total  number  of  beneficiaries 
for  these  areas. 

(D)  For  those  States  where  the  number 
of  covered  days  of  care  per  1,000 
beneficiaries  is  less  than  the  national 
average,  the  number  of  covered  days 
“saved"  is  calculated.  The  number  of 
covered  days  saved  equals  the  number 
of  covered  days  by  which  the  State  is 
below  the  national  average. 

(E)  The  result  in  D  is  divided  by  the 
State’s  actual  number  of  covered  days  of 
care  to  yield  a  ratio  of  Saved  Covered 
Days/State’s  Covered  Days. 

(F)  The  result  in  E  is  multiplied  by  25 
percent. 

(G)  The  result  in  F  is  the  amount  by 
which  the  limit  otherwise  applicable  to 
a  provider  is  increased.  The  percentage 
increases  by  State  are  set  forth  in  Table 
IV  below. 

We  have  also  provided  for  granting  a 
further  exception  to  any  hospital  which 
can  demonstrate  that  lower  utilization 
results  in  a  typical  costs  beyond  the 
level  provided  for  in  the  automatic 
adjustment.  (See  revised  regulations 
section  42  CFR  405.460  published  in  the 
Federal  Register  on  March  15, 1979  (44 
FR 15745).) 

7.  Cost  of  Living  Adjustments — 
Alaska  and  Hawaii.  Comments  were 
received  because  the  proposed  notice 
did  not  contain  a  cost  of  living 
adjustment  to  the  schedule  of  limits  for 
hospitals  located  in  the  States  of  Alaska 
and  Hawaii.  All  previous  schedules  of 
hospital  cost  limits  have  contained  a 
provision  to  increase  the  limits  which 
apply  to  Alaska  and  Hawaii  by  the 
amount  of  the  Civil  Service  Commission 
cost  of  living  differential  for  those 
States.  Analysis  of  the  impact  of  the 
limits  on  these  States  has  convinced  us 
that  provision  should  be  retained.  This 
notice  provides  the  cost  of  living 
adjustments  to  be  applied  to  the  limits 
for  the  States  of  Alaska  and  Hawaii. 
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8.  Inclusion  of  Energy  Costs  and 
Malpractice  Insurance  Costs.  Comments 
were  received  that  energy  costs  and 
malpractice  insurance  costs  should  be 
removed  from  the  computation  of  the 
cost  limit  in  the  same  manner  as  capital- 
related  cost  and  medical  education  costs 
were  removed.  Because  energy  usage 
and  malpractice  iiisurance  costs  are 
factors  which  can  be  controlled,  and  we 
wish  to  encourage  such  control,  we 
believe  it  is  appropriate  for  these  costs 
to  remain  subject  to  the  limits.  However, 
our  regrilations,  at  42  CFR  405.460 
provide  an  exception  to  the  limits  for 
cost  increases  due  to  extraordinary 
circumstances  beyond  the  control  of  the 
hospital.  If  a  hospital  can  show  that  the 
higher  costs  result  from  extraordinary 
increased  costs  of  energy  or  malpractice 
insurance,  it  may  be  granted  an 
adjustment  to  the  limit. 

9.  Validity  of  Data.  Some  comments 
were  received  that  the  data  used  to 
develop  the  limits  contained  errors.  To 
verify  the  accuracy  of  the  data,  we 
sampled  276  hospitals  in  SMSAs  in  the 
bed  size  group  405-684.  Our  analysis 
indicated  that  17.8  percent  of  the  forms 
contained  at  least  one  error.  However, 
the  errors  were  of  types  which  both 
lowered  and  increased  the  costs  used  to 
develop  the  limits  and  the  results 
indicate  that  if  the  errors  had  been 
corrected,  the  group  mean  would  be 
lower  than  that  used  to  determine  the 
limit,  thus  resulting  in  a  limit  lower  than 
that  contained  in  this  notice.  We  have 
decided  not  to  made  these  corrections, 
but  a  much  more  stringent  quality 
control  will  be  instituted  for  subsequent 
data  collections.  It  is  interesting  to  note 
that  almost  75  percent  of  the  errors 
detected  were  from  either  substitute 
cost  reporting  forms  or  from  HCFA 
forms  which  had  been  modiHed  by  the 
hospital  in  some  way.  Therefore,  we 
believe  that  the  issue  of  the  use  of  forms 
other  than  standard  HFCA  forms  should 
be  studied. 

10.  When  to  Make  Wage  Adjustment 
Some  conunents  were  received 
indicating  that  a  technical  improvement 
could  be  made  in  the  system  if  the  wage 
portion  of  costs  were  deflated  by  the 
appropriate  wage  index  prior  to 
determining  the  limits.  We  have  adopted 
this  suggestion.  See  section  oh 
methodology  for  a  description  of  the 
change. 

11.  Using  Market  Basket  Index  to 
Update  Prior  Data.  Several  comments 
were  received  questioning  the  use  of  the 
market  basket  index  to  update  data  for 
the  past  periods.  In  response  to  these 
comments,  we  have  revised  the 
methodology  used  to  update  the  data. 
The  cost  data  were  adjusted  by  means 


of  an  estimate  of  the  average  increase  in 
per  diem  routine  costs.  The  estimate  is 
based  on  data  from  Medicare  cost 
reports  and  trends  in  the  relationship 
between  the  increase  in  total  costs  and 
routine  costs.  This  relationship  was 
applied  to  Medicare  budget  estimates 
for  years  in  which  no  cost  report  data 
were  available.  The  factors  used  are: 
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12.  Other  Changes.  We  have  made  a 
number  of  editorial  changes  in  the 
proposed  notice  in  the  interest  of  clarity. 

Further  Background — h  number  of 
comments  whi^  were  received 
duplicated  comments  made  to 
publication  of  the  previous  sets  of  limits. 
For  further  discussion  of  the  schedule, 
and  a  discussion  of  prior  comments 
received  jon  it,  see:  Federal  Register  (43 
FR  43558)  published  September  26, 1978, 
the  Fedend  Register  (42  FR  53675) 
published  October  3, 1977,  the  Federal 
Regbter  (41  FR  26992)  published  June  30, 
1976,  the  Federal  Register  (40  FR  23622) 
published  May  30, 1975,  and  the  Federal 
Register  (39  FR  20168)  published  Jime  1, 
1974. 

Effective  Date 

This  schedule  will  apply  to  cost  ' 
reporting  periods  beginning  on  or  after 
July  1. 1979. 

Methodology  for  Determining  per  Diem 
Routine  Operating  Cost  limit 

1.  Data.  The  limits  have  been 
determined  by  using  actual  hospital 
inpatient  general  routine  operating  costs 
data  obtained  from  the  latest  Medicare 
cost  reports  available  as  of  August  1, 
1978. 

These  cost  report  data  were  projected 
from  the  midpoint  of  the  cost  report 
period  used  in  the  data  collection  to  July 
1, 1979.  The  market  basket  index  data 
was  used  to  project  from  July  1, 1979,  to 
the  midpoint  of  the  first  cost  reporting 
period  to  which  the  limits  will  apply. 


The  percentage  increases  over  the 
previous  year  which  were  used  for  this 
projection  are: 
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The  projected  rate  of  increase  in  the 
market  basket  index  will  be  adjusted  to 
actual  if  the  actual  rate  of  the  increase  is 
more  than  Vt  of  1  percentage  point 


above  the  estimated  rate.  The  actual 
rate  of  increase  will  be  published  in  the 
Federal  Raster  and  w^  be  used  to 
adjust  a  hospital's  cost  limit  at  time  of 
final  settlement 

2.  Deflation  by  Wage  Index.  A 
hospitcd's  adjusted  per  diem  routine 
operating  costs  were  then  divided  into 
wage  and  non-wage  portions.  The  wage 
poison  of  costs  was  determined  by 
using  the  60.04  percent  routine  wage 
factor  from  the  market  basket  This 
wage  portion  is  then  divided  by  the 
wage  index  applicable  to  the  hospital’s 
location  to  arrive  at  an  adjusted  wage 
cost  (See  Table  m.)  This  adjusted  wage 
cost  is  then  added  to  the  non-wage  cost 
to  obtain  the  per  diem  costs  and  to 
calculate  the  group  basic  limit 

3.  Group  Basic  Limit  A  basic  limit  of 
115  percent  of  mean  routine  operating 
cost  was  calculated  for  each  group 
established  in  accordance  with  the 
hospitals  urban/non-urban  location  and 
bed  size. 

4.  Adjusted  Limit  The  basic  limit  is 
divided  into  its  wage  and  nonwage 
components.  The  routine  cost  weight 
(60.04  percent)  representing  the  wages 
and  salaries  portion  of  the  market 
basket  index  is  used  in  all  groups  to 
determine  the  wage  component  of  the 
cost  limit.  The  wage  component  of  the 
basic  limit  is  multiplied  by  the  wage 
index  developed  from  the  wage  levels 
for  hospital  workers  in  the  areas  in 
which  the  hospitals  are  located.  (See 
Table  III.)  The  adjusted  limit  which  will 

,  apply  to  any  hospital  will  be  the  sum  of 
the  nonwage  comporient  of  the  basic 
limit,  plus  &e  adjusted  wage 
component. 

Example — Calculation  of  Adjusted  Limit 
Limit  from  Schedule — $119.51 
Labor  portion — $71.75  (published  in  Tables  I 
and  n). 

SMSA  Wage  Index — ^1.20 
Computation  of  Adjusted  limit 
$119.51  -  $71.75  =  $47.76  Non-labor  Portion 
of  Limit 

$71.75  X  1.20  (wage  index)  $88.10— 
Adjusted  Labor  Portion 
$86.10  +  $47.76  =  $133.86— Adjusted  limit  for 
the  SMSA  Bed  Size  Group 

Unless  a  hospital  is  located  in  a  State 
where  a  covered  days  of  care 
adjustment  applies  (Table  IV  below), 
this  is  the  hospital’s  total  prospective 
limit. 

The  wage  indices  for  each  SMSA/ 
NECMA  and  for  the  non-SMSA  areas  of 
each  State  are  published  in  Table  HI. 

5.  Adjustment  for  Covered  Days  of 
Care.  If  a  hospital  is  located  in  a  State 
which  is  entitled  to  a  covered  day  of 
care  adjustment  (See  Table  IV)  the  limit 
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will  be  computed  as  follows.  Detennine 
the  adjusted  limit  for  the  hospital  and 
multiply  that  limit  by  the  applicable 
factor  Table  IV. 

Example — A  hospital  in  Cahfoniia  hat  an 
adjusted  Umit  of  $133.86.  The  adjiutment 
factor  from  Table  IV  is  .07317. 

Adjusted  limit  $133.66  X  Adjustment  factor 

.07317  =  $9.79 

$133.86  +  $9.79  =  $143.65  which  is  the  limit 

applicable  to  diis  hospital.  . 

6.  Adjustment  for  Cost  Reporting 
Yeor.  If  a  hospital  has  a  cost  reporting 
period  beginning  on  or  after  August  1, 
1979,  the  published  limit  %vill  be  revised 
upward  by  a  factor  of  .7417  percent  for 
each  elapsed  month  between  July  1, 

1979,  and  the  month  in  which  the 
hospital’s  cost  reporting  period  starts. 
This  factor  is  developed  by  dividing  die 
projected  increase  in  the  market  basket 
index  by  12  and  is  used  to  account  for 
inflation  in  costs  which  will  occur  after 
the  date  on  which  the  limits  become 
effective. 

Example — Hospital  A’s  cost  reporting 
period  begins  January  1, 1980. 

The  base  group  limit  for  hospital  A’s  group 
is  $80. 

Computation  of  Revised  Group  Limit 
Group  Limit  — $90. 

Plus  Adjustment  for  6-month  period. 

6  X  .7417  =  445% 

104.45%  X  $90  =  $94.01 

Rp\'ised  basic  group  limit  applicable  to 
hospital  A  for  cost  reporting  period  beginning 
January  1, 1980,  $94.01. 

This  basic  group  limit  will  be  divided 
into  its  labor  and  non-labor  portions, 
using  the  percentage  published  in  Tables 
1  and  II,  and  the  labor  portion  will  be 
adjusted  by  use  of  the  wage  index.  The 
sum  of  the  adjusted  labor  portion  and 
the  unadjusted  non-labor  portion  will  be 
the  hospital’s  adjusted  per  diem  routine 
operating  cost  limit. 

If  a  hospital  uses  a  cost  report  period 
which  is  not  12  months  in  duration,  a 
special  calculation  of  the  adjustment 
factor  must  be  made.  ’Hiis  results  from 
the  fact  that  projections  are  computed  to 
the  midpoint  of  a  cost  reporting  period 
and  the  factor  of  .7417  is  based  on  an 
assumed  12  month  reporting  period.  For 
cost  reporting  periods  other  &an  12 
months,  the  calculation  must  be  done 
specifrcally  for  the  midpoint  of  the  cost 
reporting  period.  The  hospital's 
intermediary  will  obtain  this  adjustment 
factor  from  HCFA. 

Schedule  of  Limits 

Under  the  authority  of  section  1861(v) 
of  the  Social  Security  AcL  the  following 


group  per-diem  limits  apply  to  hospital 
inpatient  general  routine  operating  cost 
(including  the  inpatient  routine  nursing 
salary  differential  for  cost  reporting 
periods  beginning  on  and  after  July  1, 
1979.  The  a^ust^  limits  (using  the 
wage  index  published  in  'Table  III]  will 
be  computed  by  the  frscal  intermediaries 
and  ea^  hospital  will  be  notified  of  its 
applicable  limit 

'%itim\.--<3roup  LMta  for  Hospitals  Located  in  ^ 
SMSAiNECMA)^ 


Group 

LNmt 

Percent 

Bed  Size 

fenit 

portion 

iabof 

portion 

LMCthanlOO _ $119.51  $71.75  60.04 


405-664 

12455 

74.96 

60.04 

665  and  above _ _ 

_  14325 

86.01 

80.04 

Table  W.— -Group  Lands  lor  Hospitals  Located  in 
nonSMSAtnonNECUM  Areas' 

Bed  Size 

Group 

knit 

Labor 

portion 

labor 

portion 

$96.13 

$57.72 

00.04 

100-160. 

101.65 

61.03 

60j04 

Over  169.  _ 

9955 

60.01 

00.04 

'lioilt  for  boapiuk  located  in  Stalea  of  Alaska  and 
Hawaii  nrill  be  incKoaed  by  the  foIkMaing  oastKd'Jiving 
adjatments: 


Peromtt 

Alaska . 25 

Hawaii  (island) 

Kauai _ I _  17.5 

Molokai _ _ - . . . . 15 

Mau  and  lanai . . . . 1 2.5 

Hawaii _ _ - _ - . . .  15 

Table  III  K—Wage  index  for  urban  areas 

SUS/*Arm  Wtpa 

Mdnr 

Abilene.  TX _ .7817864 

Akroa  OH _ .9009922 

Afcany.GA _ _  .6888152 

Attanyacbanadady-TiDy,  NY _  5564198 

Atwquaniua,  NM . .  1.0024912 

Alexandria.  LA - .6846018 

Abaniown  DaWal>an».eaaton.  PA-NJ _  5676706 

Altoona,  PA - 1.016ai8 

Amarilto.  TX _ .9160660 

Anahaim-Santa  Ana-Gardan  (Sroae.  CA _ _ _  1.0450080 

Aachoraoe,  AK - 15602678 

AndaraoaIN _  S2S3111 

Arm  Arbor,  M _ L1310564 

AfmMan.  AL _ 5573200 

AppMorvOahkoah.  Wl _  5626942 

Aabevae.  NC _ 1.0053936 

ASama,  QA _ .9610632 

Adanlic  Ob.  HI _  5647122 

Auguala.  QA-SC _  5S18104 

Aualln.TX -  5140060 

BakarflabtCA _  5299136 

BaMmosa.  MO _  15411706 

Baton  Rouga,  LA _  .7507689 

BatOa  Creak.  Ml _  1.1068563 

BairCay.  Ml - .6832990 

BaaurTKmtPort  Ai6wr.Oiange,  TX _  .7751797 

BMnga.  MT - .7925247 

aarariASIpnrt  SiS  1.0729591 

BtagharMon.  NY-PA _ .9250013 

Biminghaiil.  At . .6909575 


IsUIrnm  k— Wage  index  for  urbvt  areas— Corfaniei 


SUSAArea 

team 

BlooiT*iolan.  84 _  5545672 

BlooininsloivNannaL  U _  5614273 

Boke  CHy.  ID . - . - . . .081791 7 

BoatorvLoasalierooiaorvLeaeanoeHeaerbii, 

MA  NH _  15383125 

Bradenton.  FL _ .7840533 

Bridoeponetamlord  Norwelk-Oanbury,  CT _  1.0174662 

BrownadBe  I  laringan-Sen  BenOo,  TX _ .7788006 

Bryan^ktiege  Staboa  TX _  5760472 

Buffalo.  NY -  .8785651 

Burington,  NC _ .7132341 

Canton.  OH - .8070206 

Cedar  Rapida.  IA_ _ _ _ .7870741 

CherwpeigrvOrbarm-nantoia.  II _ 8275104 

Charteaton  NorOt  Chaileaton.  9C _  5526042 

Charletton.  WV _  5067342 

ChanoOe-Gastonia.  NC _ .7968266 

Cbatlanoaga.  TN-QA _ .7933366 

Chicaga  « -  1.0002769 

Ondnnaii.  OH-KY-IN _  .9936312 

Cteikaatlle  HopkinenIte.  TN-KY _  .7707538 

CMvetancLOH -  1.0727565 

Colotado  Springa,  CO _  5010228 

Columbia.  MO -  1.1482990 

Cohanbia.  SC -  5929865 

Columbua.  (aA-AI_ - .7550156 

Columboa.  OH -  .9097972 

Corpus  Cfwiali.  TX -  .7713051 

Panel  Fort  Worth.  TX _  .8385097 

Davenport-Rock  kland-Molina.  lA-ll _  .7602528 

DayloaOH . 1.0188927 

Daytona  Boac^  H. -  5138623 

Decatur.  IL - .8320051 

Denvar-Boulder.  CO _  .9803444 

Dos  Moines.  lA _ 9549639 

DetrolLW _  15741969 

Dubuque.  lA _ .7330132 

Dokllh-Superior.  MN-WI _ 7008646 

Eau  Claira.  Wl _ .7479729 

B  Paso.  Tx _  5247960 

BiTtira,NY _ _ ^ _  .7894066 

Bte.PA - - 5758995 

Eugene-Springfiald,  OR _  5370397 

Evansville.  IN-KY _  .9039067 

Fargo-Moorheed.  Nn4lllN._.._ . 9334891 

Fayettevlle.  NC _  1.4407862 

Fayetteville-Springdale.  AR _ _ _ 5143109 

FlinL  Ml - - - - -  1 .0090565 

Florence.  AL - .7396290 

Fort  CoNina.  CO -  7120010 

Fort  Lauderdale-Hollywood.  FI _  15729465 

Fort  Myers-Cape  Coral,  FI _  .6458896 

Fort  Smith,  AR-OK _ .7501032 

Fort  Wayne,  IN _  5273668 

Fresno.  CA. _ 5922715 

Qadsdan,  Al -  5372010 

(sainesviHe,  FI -  1.0245589 

Galveston-Texas  City.  TX . 5607117 

Gary-Hammond-Eaat  CMoago.  IN _  1.0393075 

Grand  Forka,  ND-MN _  .7402307 

Grand  Rapids,  Ml _  5200939 

Grsa«Fals,  MT -  .8271435 

Greeley.  00_._. - .7550166 

Green  Bay.  Wl -  5074495 

OreensborD-Wlnston.Salem-High  PoirN,  NC _  .7804297 

GraawvBe  Sparlaimuig.  SC -  .7774527 

Hamilton-Middtolown,  OH _ _  5677146 

Harrisburg,  PA . . 5395567 

HartloidNaai  Bittaki-BriatoL  CT _ 1.0203896 

Honoiulo.  HI _ 1.0521231 

Houskm.  TX _ _  5066881 

Huntington  AaftoM.  WV-XY-OH _  5121577 

lluntsi46s.AL - .0848394 

Indknapois,  IW  - . genno.ut 

-  .8855644 

Jackaoa  MS -  5413921 

iackaonaOM.  FI _ 5622471 

JanowBe  Detok.  Wl _ .7369621 

Jersey  City.  NJ -  1.0024191 

Johnson  City  Kingsport  OiiatoL  TN-VA _ 5S20487 

Johnstown,  pa .  ggffflfftp 

Kalamazoo-Portags,  Ml.„. _  9827004 

Kankakee.  H. - 5173186 


/ 
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Wage  mdex  for 


SMSAAna  A/aga 

atkMk 

K«nn  oat.  MO-KS - •74*920 

K««MtW.WI -  864*885 

KHMO-Tampte.  TX -  9897817 

Knooiva*.  TN _  7454802 

Kokomo.  M..— . 8180744 

La  Croaaa.  W1 -  7*62549 

tatayallo,  lA . 7299344 

Lafayana-Waat  Latayaila.  IN - 1  8038818 

L*a  Chartaa,  LA . 7122432 

Lakalwid-Wintar  Havan.  FL -  729134* 

I  wrartar.  PA . . •  8188873 

LanNng-EaN  LanNng.  Ml - -  93984*5 

L»a(l0.TX -  8674902 

LatVagat,NV -  103*3198 

Laiwanca.  KS.„ - -  1  1054001 

Lawton.  OK . 8814294 

LawMon-Aubum.  ME -  7724421 

Laxington-Fayatta.  KY _  9239338 

Lima,  OH _  8451905 

Lincoln.  NE. — . 90*3802 

Una  Rock-Norlii  LMIa  Rock.  AR -  0937774 

Long  Braneh-Aabury  Park.  NJ -  9575278 

Longviaw  Myahal.  TX _  7113184 

LorakvElyila.  OH_ . 8584578 

Loa  Ang^  Long  Beach.  CA - -  1  1037830 

LouiavSa.  KY-IN . . . 9069019 

Lubbock.  TX _  7230551 

Lynchburg,  VA-..- . — 7578805 

Macon.  QA. _ 8802635 

Maciaoa  Wl . ^362551 

Manchaater-Naahua.  NH . . 7704519 

Mwwlield.  OH . 7870934 

McAiaivPhtoT-Edtoburg.  TX -  5006*22 

MettXMjma-TIluavSa^^tcoa.  FI -  8102081 

Mantohia.  TN-AR-MS - -  864*840 

Miami.  FL _  1.0854220 

Midl»Kl.TX _ _ 7111879 

Milwaukae.  Wl . - - -  .91 99721 

Minne^iola^  Pmi,  MN-WI -  7570047 

Mob«e.  AL . — . .  791508* 

Modaato,  CA. _ 8302491 

Monroa.  LA . — . .  7499*61 

Montgomaiy,  AL. . 8241726 

Muncie.  IN. . . 7378286 

Muakagon-North  Shorea-MuMiegon  Haighta,  Ml  „  .8856485 

NaahvMa-OavUaoa  TN . .9306903 

Naaaau-Sultott.  NY . - . .  1  1435511 

Now  Be<lfan«=MI  River.  MA . .6609717 

New  Brunawtok-Perlh  Amboy-SayravMe.  NJ -  .9529374 

New  Havan-Watatbury  Manden.  CT -  1 .0431054 

New  LondonAtonaich,  CT . . .0560206 

New  Orteana.  LA -  .0323560 

New  Yorti.  NY-NJ _  1.2836483 

Newark.  NJ - - 1.1530674 

Newport  Nawa41ampton,  VA  .9250005 

Norfolk-Virginia  Beach-Portamoulh.  VA-NC _  .891 7366 

Northeast  Pannaylvania . .9671651 

Odessa.  TX _  .6942824 

Oklahoma  City.  OK _  .7653505 

Omaha.  NE-IA _ .8506704 

Orlando.  FI _  7672632 

Owensboro.  KY _  .6712032 

Oxnwd-Simi  VaNey-Ventura.  CA -  1.2901618 

Panama  City.  FL . .7860455 

ParkarsburgAlarietta.  WV-OH _ 8482020 

Paacagoula44oss  PoinL  MS _  .8144002 

Pateraon-CWton-PaasNc.  NJ _ .0671591 

Panaacola.FL _  .8687345 

Peoria. «. . .9603141 

PatenburoCOMat  Heighla-HopaweO.  VA -  .8604133 

Phiadelphia.  PA-NJ -  1.0427889 

Phoenix.  AZ _  .9367511 

Pine  Bkr«.  AR _ .6387947 

Pittsburgh,  PA. _  1.0037657 

Pittsfield.  MA _  .0315021 

PorUtold.  ME _  .8732682 

Pom»td.OR-WA _  1.0046502 

PoughkMpsio,  NY _  1.0370910 

Providenoa-Warwick-PawtuckeL  Rl _ .9101288 

Provo-Orem.  UT _ .6006848 

Pueblo.  CO _ .9417969 

Raclne.WI _ SOOOOtO 

RaW^vOurhton.  NC - .0002753 

Ritokf  aiy.  SO _ .99120*6 

Raadtog.  PA. _  .8929759 

Raoo.NV _  1.1936980 

RichlarKHIannawick-Paaco.  WA _ S333314 

Richmond.  VA - S557333 

RNeiaide-San  Bemardno-Oniario,  CA - J022397 

Ro«ioka.VA _ .0818381 

Rochealar,  MN _ S039937 

Rocheslar.NY _ 1.0114*25 

Rockford.  «. - j063183 


TaM*  III  A— miiew  Ay  latian  jraf»— Coribnued 


SMSMAnaa  Waga 

intitk 

Sacramento.  CA _  1.0701383 

Sagnaw.  Ml _  10305633 

St  Cloud.  MN _  7880363 

StJoaaph.MO -  8108216 

St  Louts.  MO-H. -  8353947 

Salem.  OR . . 9*71521 

Sallnaa-Saasrda  Monlaray.  CA -  1 0521810 

SMt  Lake  Cily-Ogdan.  UT -  8003268 

San  Angelo,  TX _  7260561 

San  Antotso,  TX . . .  1 .201 5727 

San  Diego.  CA. _  1.0423081 

San  Frandaco-Oaldaixl.  CA~_< - ; —  1.2261579 

San  Joaa.  CA - -  1^318725 

Santa  Barbara-Santa  Marla-Lampoc,  CA - 9141010 

Santa  Cruz.  CA — . — . 0390376 

Santa  Rosa,  CA _  1.3310986 

Svasola.FL _  7794111 

Savannah.  GA _  7091026 

SaaWa^varan.  WA - 9114513 

Sharmwt-Oantaoa  TX -  6640456 

ShravapotLLA _  9304503 

SioiH  CMy,  ULNE _ ! -  8150085 

Sioux  Fans.  SO _  7762901 

South  Bend.  IN _ .8039178 

Spokane.  WA _  9696857 

SpnngfMd.  H _ .8021688 

Sprmgfiald.  MO _ .8426475 

Springfield,  OH _  8397949 

SprtngHald-Chicopea  Holyoke.  MA - .9118872 

StebenvHa-Weirtoa  OH4WV _  0687042 

Stockton.CA _  1  1694052 

Syracuaa.  NY -  1.0320677 

Tacoma.  WA _ .9338230 

TNIahasaoB.  FI _ : -  7936601 

Tampa-St  Pataraburg.  R . . .9112978 

Tan*Haula.lN - S133320 

Texarkana,  TX-Taxarkana.  AR -  .9651876 

Tolado.  OH-MI _ .9636379 

Topeka.  KS _ r - 1.0101180 

Trenton.  NJ _ 1.0181014 

Tucson.  AZ - .9815322 

Tulsa.  OK _ .8065466 

Tuscalooaa,  AL - .9434434 

Tyler.  TX _ .7888754 

Ulk»Roma,NY _  .9483622 

VMIejo-FNrfield.N^  CA _  1.3675897 

Vineland  MaMto  Bridgeton.  NJ _  .8849021 

Waco.  TX _  1.0660062 

Washington,  OOMO-VA. . 1.1430603 

Watat1oo<:adw  Fals.  lA. . .7296063 

West  Palm  Baach-Boca  Raton,  FL . .  .8588761 

Whaeftig,  WV-OH _  S278128 

WicNta.  KS _ .9061149 

Wichita  FMto,  TX _ .7681430 

Williamsport  PA _ .6406558 

Wilmingtoa  OE-NJ-MO _  1.0590590 

Wilmington.  NC _ _  .0703208 

Worcestar-FHchburg-Laominstar,  MA _ .8941965 

YaWma.  WA _  .7821286 

York,  PA _ _ _ S702993 

YoungstowrvWarraa  OH . . .946*057 

TaM*  III  Wage  index  for  nn!  areas 

Alabmna _  1.04*1294 

Alaska. . . 1.8354423 

Arizona _ _ _  1.1122143 

Arkansas _  .8273242 

Cakfomta . .  1.2993578 

Colorado -  1.0060249 

ConnacticuL _  1.1747067 

Delwar* _  1.0342322 

Florida _ .9703395 

Qaorgia _  1.0500*50 

Hawaii -  1.1225531 

Idado - .8969^ 

NHnoia - .9286388 

Indtona. _  1.0841407 

Iowa -  1.0275121 

Kwiaas _ .9487575 

Kentucky - 5900309 

LoulsItoia _ 5012404 

MMna _  1.0173008 

Maryland -  1.0800644 

Maseachusetts _  15000380 

Michigan -  1.1018350 

Mkmaaota _  .7043302 

MIsaissIppI _  5370049 

Mtoaouri -  5208227 

Montwia _  5939387 

Nabraaka _  5271144 

Nevada -  15182003 

New  Hampahka - - -  15108505 


JsIM  tun— Wage  index  for  rural  areas  Continued 


NawJarsay _ 1.1075646 

New  Maatoo-: -  .9872106 

New  York _  1.0818880 

North  Cwolna _  1.0102951 

North  OMiOla _  5034854 

Ohio _  .9990494 

Oklahoma. _ ii -  5000723 

Oragon _  1.0864072 

PannsytvMiia _  1.1423726 

.  RhodaWand -  1.0525859 

Soutti  Carolna - .0095038 

South  Dakola _ .7760311 

Tennessee . .8322538 

Texas _  .9576274 

UlMi. _ _ ^ _ .7477027 

Vermont _  1.0353562 

Virginia. _  .9030129 

Washington _ _ 1.0312044 

Waal  Virginia _  1.0007001 

'  Wisconain. . . 5837830 

Wyoming _  1.0036648 


TaM*  W—Acfustment  to  MmUs  baaed  on  areas  with 
covered  days  of  care  per  1,000 HI  enrodeea  less  than 
the  nationel  average  (1976  data) 


Stats  or  arsa 

AdlusSnantto 

Smatpanaanf) 

Kentucky  . . - _ _ _ _ _ _ -  .126 


.503 

.872 

.002 

MaryM„ 

1.135 

1  /toiiMlana 

V140 

n  ^ 

1.224 

1.563 

1.577 

Nevada _ 

1.660 

2520 

2.336 

Florida.  _ 

2.427 

3.001 

3J290 

3.327 

3.619 

4.052 

6.265 

kWio 

7.106 

CaNtomia..  -. 

7517 

10.790 

13.130 

- - * - 

14513 

Utah . 

15.404 

16.574 

The  published  limit  would  be  adjusted  by 
the  index  so  that  hospitals  in  States  with  low 
utilization  per  1,000  beneficiaries  would 
receive  higher  per  diem  limits. 

(Secs.  1102. 1814(b).  1861(v)(l).  1866(a).  and 
1871  of  the  Social  Security  Acb  42  U.S.C. 
1302. 1395f(b).  1395x(v)(l).  1395cc(a)  and 
1395hh.) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.773.  Medicare— Hospital 
Insurance.) 

Dated:  May  23. 1979. 

Leonard  D.  Schaeffer. 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  May  24. 1979. 

Joseph  A.  Califano,  Jr., 

Secretary, 

(FR  Doc  79-18780  Filed  5-31-79;  9945  am]. 

BNJJNQ  COM  4110-16-M 
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Medicare  Program;  Initial  Schedule  of 
Limito  on  Home  Health  Agency  CoaU 
Per  Visit  for  Coat  Reporting  PeHoda 
Beginning  on  or  After  July  1, 1979 

agency:  Health  Care  Financing 
Axlministration  (HCFA),  HEW. 
action:  Final  Notice  of  Initial  Schedule 
of  Limits  on  Home  Health  Agency  Costs 
Per  Visit. 


summary:  This  Notice  sets  forth  a 
schedule  of  limits  on  home  health 
agency  costs  that  may  be  reimbursed 
imder  the  Medicare  program.  Limits  are 
established  by  t3rpe  of  service  and  are 
expressed  as  costs  per  visit  This 
schedule  will  apply  for  the  entire  cost 
reporting  period  of  a  provider  which 
begins  on  or  after  July  1, 1970.  It  will  be 
periodically  revised  for  subsequent 
reporting  periods. 

EFFECTIVE  DATE:  July  1, 1979. 

FOR  FURTHER  INFORMATION,  CONTACT: 

Carl  Slutter,  Telephone:  301-594-9441. 

SUPPLEMENTARY  INFORMATION: 
Background 

Section  1861(v)(l]  of  the  Social 
Security  Act  (42  U.S.C.  1395x(v)(l))  as 
amended  by  Section  223  [Limitation  on 
Coverage  of  Costs)  of  Pub.  L  92-603, 
authorizes  the  Secretary  to  set 
prospective  limits  on  allowable  costs 
incurred  by  a  provider  which  is 
participating  in  the  Medicare  program. 
These  limits  are  based  on  estimates  of 
the  costs  necessary  in  the  efficient 
delivery  of  needed  health  services.  The 
limits  may  be  applied  to  direct  or 
indirect  overall  costs  or  to  the  costs 
incurred  for  specific  items  or  services 
furnished  by  a  Medicare  provider.  TTiis 
provision  of  the  statute  is  implemented 
under  regulations  at  42  CFR  405.460.  The 
proposed  schedule  of  limits  for  home 
health  agency  costs  was  published  for 
public  comment  in  the  Federal  Register 
on  March  7, 1979  (44  FR  12509). 

Medicare  expenditures  for  home 
health  beneHts  have  increased  from  $287 
million  in  fiscal  year  1976  to  a  projected 
$789  million  in  fiscal  year  1979.  Although 
this  increase  is  partially  attributable  to 
increased  demand  for  services  and 
inflation,  there  is  evidence  that  some 
home  health  agencies  are  incurring  costs 
in  excess  of  those  necessary  in  the 
efficient  delivery  of  needed  health 
services.  For  example,  high  cost  home 
hea)th  agencies  were  recently  the 
subject  of  investigations  conducted  by 
the  General  Accounting  Office  and  the 
Subcommittee  on  Oversight  of  the 
House  Ways  and  Means  Committee.  For 
this  reason,  we  believe  limits  on  home 
health  agency  costs  that  may  be 


reimbursed  by  Medicare  are  necessary 
and  appropriate. 

Most  services  furnished  by  home 
health  agencies  that  are  covered  under 
Medicare  involve  making  visits  to 
beneficiaries  who  are  homebound. 
Services  that  are  covered  under  the 
home  health  benefit  provision  include 
intermittent  skilled  nursing  care, 
physical  therapy,  occupational  therapy, 
speech  pathology,  medical  wcial 
services  and  intermittent  services  of 
home  health  aides  (see  42  CFR  405.236). 
This  schedule  establishes  separate 
limits  to  be  applied  on  an  aggregate 
basis  on  the  reimbursable  costs  per  visit 
for  each  home  health  service.  The  limits 
are  also  applicable  to  physical  therapy 
or  speech  pathology  visits  furnished  by 
home  health  agencies  under  the 
outpatient  physical  therapy  benefit. 

The  home  health  benefit  provision 
includes  the  use  of  medical  supplies  and 
medical  appliances  in  conjunction  with 
covered  home  health  visits.  The  per  visit 
limits  in  this  schedule  include  the  cost  of 
medical  supplies  routinely  furnished  in 
conjunction  with  patient  care.  However, 
the  costs  of  medical  appliances  and 
supplies  that  are  not  routinely  furnished 
in  conjunction  with  patient  care  visits 
and  which  are  directly  identifiable 
services  to  an  individual  patient  are 
excluded  fi'om  the  per  visit  limit 
amounts.  The  reasonable  costs  of  these 
items  will  be  reimbursed  without  regard 
to  the  schedule  of  limits. 

Discussion  of  Major  Comments 

Approximately  150  comments  were 
received  in  response  to  the  March  7, 
1979,  notice,  from  representatives  of 
national.  State  and  individual  provider 
organizations.  The  most  significant 
comments  and  suggestions  received  in 
response  to  the  initial  schedule  of  limits 
are  summarized  below. 

1.  Adequacy  of  Classification  System. 
Some  comments  expressed  concern  that 
the  classification  system  doe's  not 
adequately  reflect  differences  in  costs 
that  may  arise  in  home  health  agencies 
ndiich  were  grouped  by  size,  by 
economic  factors,  by  differences  in  the 
scope  and  mix  of  service  furnished,  or 
by  whether  the  agency  is  provider 
based.  We  analyzed  each  of  these 
variables  to  detennine  whether  it  had  an 
effect  on  the  cost  limits  being 
established.  We  found  no  significant 
relationship  between  per  visit  costs  and 
the  size  of  the  home  health  agency.  We 
were  also  unable  to  find  a  significant 
relationship  between  per  visit  costs  and 
either  per  capita  income  or  area  wage 
leveb. 

We  found  the  percentage  of  skilled 
services  within  agencies  had  no  effect 


on  per  visit  costs  for  each  type  of 
service.  For  this  reason,  we  believe  that 
the  application  of  separate  limits  by 
type  of  service  adequately  recognizes 
the  scdpe  and  mix  of  services  provided. 
Comments  on  provider  based  agencies 
are  discussed  in  section  4  below. 

We  also  found  significant  variances  in 
home  health  agencies  operatiang  in 
metropolitan  versus  nonmetropolitan 
areas.Therefore,  the  classification 
system  provides  for  this  distinction  by 
use  of  Standard  Metropolitan  Statistical 
Area  (SMSA)  and  New  England  County 
Metropolitan  Area  (NECMA) 
designations  as  indicators  of 
metropolitan  location. 

2.  Use  of  New  England  Metropolitan 
Counties.  Comments  were  made  as  to 
why  the  NECMA  concept  was  used  in 
the  New  England  rather  than  SMSAs  to 
detennine  urban  status. 

SMSA  designations  in  New  England 
are  based  in  cities  and  towns  rather  / 

than  on  counties,  as  is  the  case  in  the 
rest  of  the  United  States.  As  a  result, 
only  a  part  of  a  New  England  county 
may  be  in  an  SMSA.  However,  all  the 
data  which  we  used  to  analyze  diis 
issue  are  available  only  on  a  county 
basis.  Therefore,  we  brought  our 
classification  into  line  with  the  data 
base.  In  order  to  provide  a  county 
version  of  the  New  England  areas,  the 
Department  of  Commerce  has  developed 
New  England  County  Metropolitan 
Areas  (NECMAs)  following  criteria 
identical  to  those  used  to  ^fine  SMSAs 
in  the  other  States.  Therefore,  we  have 
adopted  the  NECMA  concept 

3.  Urban /Rural  Designation  for 
Branch  Offices.  Further  clarification 
was  requested  concerning  the  SMSA/ 
Non-SMSA  designation  for  branch 
offices  of  agencies.  A  home  health 
agency  operating  as  a  branch  (see  42 
CFR  405.1202)  of  another  home  health 
provider  or  a  subunit  of  a  public  agency, 
and  located  in  a  different  area,  is 
classified  according  to  the  geograf^ic 
location  of  its  main  office.  We  have 
made  this  distinction  because  a  branch 
office  is  dependent  on  the  main  provider 
for  administrative,  supervisory  and 
other  services  and  fi'equently  pays 
wages  at  the  same  levels  as  the  primary 
agency. 

4.  Separate  Limits  for  Hospital  Based 
Agencies.  Suggestions  were  made  that 
separate,  higher  limits  should  be 
established  for  hospital-based  agencies. 
However,  none  of  the  commenters  could 
substantiate  that  the  higher  costs 
associated  with  hospital-based  agencies 
were  related  to  differences  in  patient 
mix  or  intensity  of  services  providecL 
We  are  unable  to  justify  a  higher 
reimbursement  limit  when  the  higher 
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costs  appear  to  be  doe  mainly  to  the 
organizational  stmctnre  of  the  provider. 

5.  Aggregate  application  of  limit — 
Some  commenters  believed  we  were 
only  applying  the  limits  in  die  aggregate 
to  those  providers  who  do  not  report  per 
•  visit  costs  by  type  of  service.  The  limits 
wiU  be  applied  in  die  aggregate  for  all 
providers,  regardess  of  dieir  current 
reporting  me^ods.  This  approach  will 
be  used  as  an  interim  mediod  only  until 
the  implementation  of  the  uniform  cost 
reporting  system  for  home  health 
agencies.  When  all  providers  are  using  a 
uniform  method  of  cost  finding  and  ' 
apportionment,  we  wiH  apply  the  per 
visit  limit  for  each  discfoline  to  die  costs 
per  visit  of  that  discipline. 

&  Reclaesificatioa.  Exemptions,  and 
Exceptions— provisions  of  42  CFR 
405.460  provide  that  classification 
adjustaoients,  exemptions  and  exceptions 
may  be  made  to  the  application  of  cost 
limits  if  certain  conditions  are  met  and 
would  be  applicable  to  home  health 
agencies.  Some  commenters  questioned 
the  effect  of  the  proposed  revision  to  42 
CFR  405.460  published  in  the  Federal 
Register  on  March  15, 1979  (44  FR 15745) 
regarding  exemptions  and  exceptions  for 
home  health  agencies.  The  specific 
comments  on  this  issue  will  be 
addressed  when  the  final  revision  to 
section  405.460  is  published. 

7.  Inflation  Factor— Bach  per  visit 
limit  was  adjusted  fiom  June  30, 1977,  to 
July  1, 1979,  to  reflect  the  increase  which 
occurred  in  average  per  visit  costs 
during  that  period,  lliere  were  some 
suggestions  that  a  different  inflation 
indicator,  such  as  the  consumer  price 
index,  be  adopted.  Because  the 
percentage  of  increase  we  are  using  is 
based  upon  actual  increases  in  the 
average  per  visit  interim  rate,  we 
believe  it  is  a  better  indicator  of  the 
increase  in  costs  for  the  home  health 
industry  than  a  more  general  inflation 
formula.  A  more  detailed  explanation  of 
the  computation  of  the  adjustment  factor 
is  discussed  in  the  methodology  section 
of  this  notice. 

8.  Nominal  Rate  Structure — A 
commenter  questioned  the  impact  of  the 
limits  on  public  home  health  agencies 
where  services  are  provided  at  a 
nominal  charge.  (Under  HCFA’s 
regulations,  a  public  provider’s  charges 
are  considered  nominal  if  the  aggregate 
charges  are  less  than  one-half  of  the 
reasonable  cost  of  services  or  items 
represented  by  such  charges.)  This 
question  was  raised  because,  under  our 
regulations  (section  42  CFR  405.455), 
public  providers  with  nominal  charge 
structures  are  reimbursed  resonable 
costs  for  services,  without  regard  to  the 
lower  of  reasonable  costs  or  customary 


charges  provision,  fai  determining 
whether  a  nominal  rate  structure  exists, 
charges  are  compared  to  the  lower  of 
actual  costs  or  the  cost  fimit 

9.  Home  Health  Aide  Cost  Per  Visit 
Limit — ^The  establishment  of  the  home 
health  aide  limit  on  an  average  cost  per 
visit  basis  has  been  criticized  because 
current  Medicare  reporting  methods 
allow  an  agency  the  option  of 
reimbursement  on  a  per  visit  or  per  hour 
basis. 

Commenters  also  questioned  whether 
a  minimum  time  of  aid  visit  was  used  in 
computing  the  limit  amount.  Under 
Medicare,  the  personal  care  needs  of  a 
patient  are  determiimd  according  to 
writted  plan  of  treatment  established  by 
a  physician.  Aides  perform  many  tsrpes 
of  services  and,  therefore,  hours  of 
service  may  vary  within  an  agency 
depending  on  the  medical  evaluation  of 
each  patient.  However,  since  aide 
services  provided  by  agencies  on  a 
national  basis  are  comparable,  the 
average  length  of  visit  should  be  similar 
among  providers.  Hmrefore,  in  our  view, 
it  is  reasonable  and  equitable  to 
establish  the  limits  ba^d  on  average 
cost  p«  visit 

Those  agencies  that  are  reimbursed 
on  a  per  hour  basis  will  calodate  their 
total  per  hour  reimbursement  and  will 
compare  diat  with  die  aggregate  cost 
Ihnit  computed  on  a  per  visit  basis. 

10.  Limit  Set  at  80th  Percentile.  There 
has  been  criticism  diat  the  use  of  the 
80th  percentile  in  establishing  limits 
makes  an  assumption  that  20  percent  of 
providers  are  ineffident  While  this  may 
be  valid  in  regard  to  inpatient  facilities, 
when  limits  are  applied  to  per  diem  ^ 
costs,  we  do  not  believe  it  is  appropriate 
fw  HHA  limits  applied  on  the  aggregate 
basis. 

When  limits  are  applied  in  the 
aggregate,  a  provider  whose  costs  per 
visit  for  one  or  two  types  of  services  are 
excessive  may  be  %vdl  widiin  the  limit 
amount  if  costs  incurred  for  other 
services  are  reasonable.  Thas,  under 
this  system,  there  is  no  validity  in  the 
argument  that  limits  set  at  the  80di 
percentile  judge  20  percent  of  all 
providers  to  be  ineffident 

11.  Rounding  Off  Limits  to  Nearest 
Dollar.  Because  an  agem^s  costs  per 
visit  are  expressed  in  dollars  and  cents, 
it  was  suggested  that  the  linsit  amoimts 
should  also  be  computed  in  this  manner 
instead  of  being  rounded  off  to  the 
nearest  dollar.  We  agree  that  this  «vo«ld 
provide  a  more  accurate  calculation, 
and  have  set  the  limits  at  the  actual  80th 
percentile,  adjusted  for  iaflatioa. 


Methodology  for  CalculatiBg  Lindls 

The  limits  were  developed  separately 
for  home  health  agendes  located  in 
metropolitan  and  nonmetropolitan  areas 
in  the  following  manner. 

1.  We  obtained  cost  report  data  for  12- 
month  reporting  periods  ending  after 
June  30, 1976,  ai^  on  or  before  June  30, 
1977,  for  eadt  partidpating  hoiiu  health 
agency  firom  the  fiscal  intermediaries. 

2.  We  determined  the  average  pmr 
visit  cost  for  each  type  of  service 
provided  by  a  borne  health  agency 
based  on  the  Medicare  cost 
apportionment  method  used  by  the 
provider.  Many  home  health  agencies 
separatdy  determine  the  average  per 
visit  costs  of  each  service  they  provide. 
In  these  cases,  the  necessary  cost  data 
were  extracted  directly  from  the  cost 
reports.  Other  home  health  agendes 
have  elected  to  utilize  cost  finding 
methods  that  do  not  result  in  a  separate 
determination  of  costs  per  visit  by  type 
of  service.  We  were  able  to  indude 
foese  providers  in  foe  data  base  by 
obtaining  supplemental  informatioa 
fi'om  the  fiscal  intermediaries  azul  billing 
data  submitted  by  the  providers  and 
computing  an  average  cost  per  visit  by  . 
type  of  service  on  the  basis  of  this 
information. 

3.  To  insure  a  comparable  data  base, 
the  average  per  visit  costs  of  each  home 
health  agency  with  a  cost  reporting 
period  ending  before  June  30, 1977,  were 
adjusted  upward  to  refled  an  estimated 
7.00  percent  increase  on  an  annual  basis 
in  average  p>er  visit  costs  between  cost 
reporting  periods  ending  June  30, 1978, 
and  those  ending  June  30, 1977.  This 
estimate  was  developed  by  foe  Office  of 
Finandal  and  Actuarial  Analysis,  Office 
of  Policy.  Planning  and  Research,  Health 
Care  Financing  Administration  and  is 
based  on  the  increase  in  the  average  per 
visit  interim  reimbursement  to 
participating  home  health  agencies  in 
1976. 

4.  We  arrayed  the  data  from  each  type 
of  service  separately  in  descending 
order  of  adjusted  per  visit  costs. 

5.  We  computed  a  base  limit  equal  to 
the  adjusted  average  cost  per  visit  at  foe 
80fo  percentile  of  each  array. 

We  increased  the  base  iimit  by  an 
adjustment  factor  of  Z7J08  percent  to 
take  into  account  increases  in  per  visit 
costs  from  cost  reporting  periods  ending 
June  30, 1977,  to  t^  effective  date  of  foe 
midpoint  of  the  period  covered  by  the 
limits.  The  adjustment  foctor  was 
computed  by  compounding  various 
inflation  rates  for  this  period  as  follows: 

The  Office  of  Financial  and  Acturial 
Analysis,  based  on  interim 
reimbursement  data,  has  estimated  that 
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average  per  visit  costs  increased  8.75 
percent  from  cost  reporting  periods 
ending  June  30, 1977,  to  December  31, 

1977,  and  6.92  percent  during  the  first  9 
months  of  1978.  We  have  used  these 
estimates  to  inflate  per  visit  costs  to 
September  30, 1978.  After  October  1, 

1978,  we  have  computed  an  annual 
inflation  rate  of  7.371  percent  according 
to  the  formula  established  by  the 
Council  on  Wage  and  Price  Stability  for 
calculating  the  voluntary  standard  for 
noninflationary  price  behavior  in  the 
health  care  sector.  The  formula  consists 
of  averaging  the  cost  increases  for  the 
base  years,  and  and  subtracting  one-half 
of  one  percent.  The  base  period  is 
calendar  years  1976  and  1977,  during 
which  home  health  agency  per  visit 
costs  increased  an  estimated  7.0  percent 
and  8.75  percent,  respectively. 
Subtracting  a  one-half  percentage  point 
fi'om  the  average  annual  rate  of  increase 
over  1976-1977  results  in  an  annual 
inflation  rate  of  7.371  percent.  We  used 
this  to  increase  per  visit  costs  fi'om 
October  1, 1978,  to  the  midpoint  of  cost 
reporting  periods  beginning  July  1, 1979. 
We  believe  that  this  standard  is 
appropriate  for  setting  limits  on  costs 
necessary  in  the  efficient  delivery  of 
needed  health  services. 

Schedule  of  limits 

The  schedule  of  limits  set  forth  below 
is  applicable  to  12-month  cost  reporting 
periods  beginning  on  or  after  July  1, 

1979,  Intermediaries  for  providers  with 
shorter  (or  longer)  cost  reporting  periods 
must  contact  the  Health  Care  Financing 
Administration  for  adjustment  factors. 

Limits  on  Per  Visit  Cost  for  Home  Hesltli 

Agencies  By  MetropoNtsn/Nonmetropolitsn 
Location' 


Type  oi  visit 

Limit  (or 
metropolitan 
location 

Limit  for 
nonmetropolitan 
location 

SiuHed  Nursing  Care _ — 

$41.80 

$38.05 

Ptiysical  TTierapy _ 

40.9S 

39.50 

Speech  Paewtogy _ 

44.95 

41.20 

Oxupetionel  Therapy _ 

46.97 

48.85 

MerScal  Social  Services-. 

5Z62 

43.88 

Home  Health  AMa _ 

33.00 

27.70 

■A  homa  healtti  agency  whoae  main  office  as  of  ttie 
effective  date  of  the  initial  schedule  of  limits  is  located  in  a 
Standard  MeVopoWan  Statistical  Area  (SMSA)  (or  within  a 
New  England  County  Metropolitan  Area  (NE04A)  if  in  New 
England)  wM  be  classified  metropolitan.  A  home  health  agency 
whose  main  office  m  not  located  in  a  SMSA  (or  NECMA)  win  be 
classiled  nonmetropolitan. 

The  limits  are  applicable  to  any  home 
health  agency  that  has  a  cost  reporting 
period  beginning  on  or  after  July  1, 1979. 
For  a  home  health  agency  that  has  a 
cost  reporting  period  beginning  on  or 
after  August  1, 1979,  the  published  limit 
will  be  adjusted  upward  by  a  factor  of 
.61  percent  for  eadi  elapsed  month 
between  July  1, 1979,  and  the  month  in 


which  the  provider’s  reporting  period 
begins.  This  factor  is  based  on  an 
estimated  7.371  percent  annual  increase 
in  average  per  visit  costs  in  keeping 
with  anti-inflation  standard  for  the 
health  care  industry.  The  resiilt  of  this 
calculation  is  not  rounded  and  is  to  be  ■ 
given  in  dollars  and  cents.  * 
example:  Home  Health  Agency  A's  cost 
reporting  period  begins  October  1. 1979,  and 
ends  September  30, 1980.  Assiune  that  the 
published  limit  for  a  specific  service 
furnished  by  Home  Health  Agency  A  is 
$40.95. 

Computation  of  Adjusted  Cost  Limit 
Published  Cost  Limit  $40.95. 

Plus:  Adjustment  for  3-month  period  (July  1, 
1979,  to  September  30, 1979],  3  months  X 
.61=1.83  percent 
Percent  x  Cost  Limit  .75. 

Adjusted  cost  limit  applicable  to  Home 

Health  Agency  A  for  the  October  1, 1979. 
to  September  30, 1980,  reporting  period, 
$41.70. 

Application  of  Limits  To  Determine 
Reimbursable  Costs. 

The  current  cost  reporting  forms 
utilized  by  home  health  agencies 
provide  for  various  cost  finding  and  cost 
apportionment  methodologies.  As  a 
result  home  health  agencies  do  not 
uniformly  report  their  per  visit  costs  by 
type  of  service:  HCFA  Is  developing 
revised  cost  reporting  forms  that  will 
eliminate  the  multiple  cost  finding  and 
apportionment  methods  and  implement 
a  uniform  method  of  determining  per 
visit  costs.  In  the  interim,  we  will  apply 
the  cost  limits  to  each  home  health 
agency’s  total  allowable  costs 
attributable  to  Medicare  patient  care 
visits.  Under  this  approach,  an  aggregate 
cost  limit  is  determined  for  each  home 
health  agency  by  multiplying  the  number 
of  Medicare  visits  for  each  type  of 
service  furnished  by  the  provider  by  the 
respective  per  visit  cost  limit.  The  sum 
of  these  amounts  is  compared  to  the 
home  health  agency’s  aggregate 
allowable  costs  attributable  to  making 
patient  care  visits  to  Medicare 
beneficiaries. 

Example:  Home  Health  Agency  A  located 
within  a  metropolitan  area,  made  5,000 
skilled  nursing,  1,000  physical  therapy  and 
1,000  home  health  aide  covered  visits  to 
Medicare  beneficiaries  during  its  12-month 
cost  reporting  period  beginning  July  1, 1979. 

The  aggregate  cost  limit  would  be 
determined  as  follows: 


Typeot 

VWts 

LMt 

Visit 

SMBed  Nursing _ 

5,000 

$41.80 

$209,000 

PhyUeal  Thm;^ . 

1,000 

40.95 

40A50 

Homa  HaeNh  Alda _ 

1,000 

33.00 

33,000 

Aggragate  Coat  Uma _ _ 

$282A50 

The  provider’s  actual  costs  will  be 
adjusted  for  individual  items  of  cost  (i.e., 
adininistrative  compensation,  contract 
services)  which  are  found  to  be 
excessive  in  accordance  with  Medicare 
principles  of  provider  reimbursemenL 
and  for  reimbursable  costs  that  are  not  ^ 
included  in  the  limitation  amount  (e.g., 
medical  appliances).  The  total  adjusted 
costs  are  then  compared  to  the 
aggregate  cost  limit  calculated  in  the 
manner  described  above.  The  lower  of 
the  total  adjusted  costs  or  the  aggregate 
cost  limit  becomes  the  agency’s  total 
“reasonable  cost’’  The  agency  is  then 
reimbursed  the  lower  of  total  reasonable 
costs  or  total  charges,  in  accordance 
with  42  CFR  405.455. 

(Secs.  1102, 1881(v)(l).  1866(a)  and  1871  of  the 
Social  Security  Act;  42  U.S.C  1302, 

1395x(v)(l),  1395cc(a)  and  1395hh.) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13,773,  Medicare — Hospital 
Insurance;  No.  13,774;  Medicare — 
Supplementary  Medical  Insurance.) 

Dated:  May  23, 1979. 

Leonard  D.  Schaeffer, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  May  24, 1979. 

Joseph  A.  Califano,  Jr., 

Secretary. 
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